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ABSTRACT 
On 15 July, \99X t n e major event of the Indian economic history 
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* * ** 
took place. The evenf was liberalization of Indian economy. That was 
result of painful situation faced by the country's economy. In 1991, the 
country was in an ever largest Balance of Payment (BOP) crisis that led 
the country to ever minimum forex reserve i.e. $2.2 billion, a lowest 
industrial growth rate, and a much higher inflation rate. The Central 
Government led by Mr. P. V. Narasimha Rao and the then Fmance 
Minister, Mr. Manmohan Singh with their team started liberalizing the 
Indian economy with greater intensity by adopting a lucid programme 
focusing on the investment regime, trade policies, financial sector 
reforms, deregulation of domestic industry, reforms in taxation system 
and disinvestment of public sector enterprises. Those measures were 
the instigation of an epoch to get the economy on a leading front in the 
world economic order. The process is still on-going. Now, almost 18 
years of economic liberalization has passed out, the economy has 
crossed several yardsticks. The forex reserve has reached at the ever 
highest level i.e. US $ 281.2 billion, industrial production is growing at 9 
percent. The economy has recorded a constant GDP growth of 
approximately 8 percent over the last half decade. The projection of 
GDP growth in the 11th plan is 8 to 9 percent on an average. Overall the 
environment of optimism and achievement is prevailing in the country. 
It is un-disputable that Small and Medium Enterprises (SMEs) are 
the key contributors in the Gross Domestic Product (GDP), export 
earnings and employment generation. In the post liberalization period 
several announcements and decisions like announcement of New Small 
Enterprises Policy (NSEP), De-reservation of reserved items, De-
licensing of industries, Enactment of a new Act for SMEs, introduction 
of credit rating; and credit guarantee scheme, etc., have come into 
force. These liberalization-motivated measures have a direct impact on 
the sector and other measures impact on the sector indirectly. It is 
important to clarify that whether the Small and Medium Enterprises 
(SMEs) are getting the right momentum as the other sectors specifically 
at the level of State. 
The present study is an endeavour to analyze empirically the 
impact of liberalization on the growth and development on Small and 
Medium Enterprises (SMEs) of Uttar Pradesh (U. P). The study is 
organized into seven chapters. 
The first Chapter consists of the introductory background of the 
study and includes the review of literature, research gap, scope and 
objectives of the study, hypothesis, methodology, expected contribution 
and limitations of the study. The literature reviewed in the chapter 
comprises of several theoretical as well as empirical studies. After a 
closer examination of various studies on the subject, it has been petered 
out that most of the studies have identified the four parameters namely, 
number of units, production, employment and export to access the 
growth and performance of SMEs in India. It has also been traced out 
that a few studies have been done to contemplate the theme chosen for 
the present study. Most of the studies and majority of them are 
theoretical and very few empirical in nature. Thus, in light of the 
problem formulation the objectives of the present study are set out as 
follows, 
i. To find out the impact of liberalization measure taken at both the 
levels (at central and at state) on the growth of number of units, 
establishment, production made there-in, and employment 
generation by them in U. P. 
ii. To study and evaluate the reforms measures taken by the Central 
Government as well as by the State Government in purview of 
liberalization, 
iii. To study and examine the general profile dealt with the basic 
factors, such as, definition; characteristics and different 
institutional structures for SMEs in India. 
iv. To study and understand the pattern of establishments of units, 
their classification, distribution and promotional structures in 
Uttar Pradesh (U. P.). 
v. To measure the growth performance of SMEs in two distinct time 
periods with respect to Number of Units, Production and 
employment. 
vi. To understand the perception of Small and Medium 
Entrepreneurs on the new economic policy measures, 
vii. To understand and identify the problems and constraints 
emanating from the new policies introduced by the state 
Government as well as by the Government at the Central level. 
viii. And finally to come out with the suggestions and 
recommendations for enhancing the growth of SMEs in India as 
well as in Uttar Pradesh. 
An earnest attempt has been made for concretizing the objectives 
of the study by designing the rest of the chapters. In which secondary as 
well as primary data has been used. For the sake of empirical analysis 
the econometric as well as statistical tools, such as, regression analysis 
with dummy variable using ordinary least squares, t-test, f-test, co-
efficient of variance, standard deviation, mean, CAGR, minima and 
maxima etc. have been used. 
In chapter two of this thesis, a brief profile of Indian economic 
liberalization has been discussed. The chapter explains what 
liberalization means and what is the origin of the concept of 
liberalization? That is followed by a discussion of the liberalization 
episode of Indian economy. An outline of various liberalization 
measures (sector-wise including SMEs) with the discussion of reform 
measures in Uttar Pradesh is also given in this chapter. This is an 
attempt to grasp an idea of the nature and the causes of various 
liberalization measures taken from time to time for the Indian economy 
generally and SMEs particularly. 
The concept of 'liberalization' may be defined as the relaxation of 
previous Government restrictions, usually in the area of social and 
economic policy. It is a process of transition from a planned system of 
state ownership to a market economy. The root concept of liberalization 
is derived from the Liberalism theory of Political Science. The basic zest 
of the liberalism is that the individual is the best and most accurate 
judge of his or her own interest and can be relied upon to pursue those 
interest with great dedication and creativity, the might arm of the State 
with its web of regulations and bureaucratic agents often does more 
harm than good when trying to substitute coercive methods of 
organization for impersonal market process that spring out of self 
interested individual action. Therefore, liberal thinkers recommend a 
minimal role of the state in market or favour a free reign in the market. 
However, the classic liberals acknowledge the laissez faire system but 
not a full fledge. 
It is inferred from the our discussion of liberalization measures in 
the Indian context as well as in context of Uttar Pradesh that the pace of 
liberalization is relatively slower in Uttar Pradesh as that of in India. 
The chapter is concluded with a mind provoking thought that the 
human friendly reforms should be introduced and that would be 
possible only through the Government and industry joint efforts. 
In chapter three of the study a conceptual review of SMEs in 
Indian context has been made that include the definition of SMEs in 
India as well as other countries of the world, the structure of SMEs in 
India, the administrative and promotional structure of SMEs in India 
and the contribution of SMEs in India economy etc. The definition of 
SMEs, which has been fixed by the MSMED Act, 2006 applies 
identically on the Enterprises all over the country. The Administrative 
structure has the direct link with Center. It starts from the Central 
Government bodies and ends at the District level bodies of the States. 
The promotional structure works on many tiers and sometimes 
overlaps with State institutes. Simultaneously with Central Government 
institutes, each State has its own promotional institutes. Whilst the 
structure of SMEs differ State by State and the total number of States 
enterprises in aggregate, compose the number of units in the country. 
In chapter four, the situation of SMEs in Uttar Pradesh (a case 
study for the present work) has been analyzed. Uttar Pradesh, being 
one of the largest States of India in terms of area holds the first rank not 
only in terms of human population but also in number of units of SMEs 
with a figure of 580604 units. In this chapter we have analyze the 
condition of SMEs by classifying it, in different categories, i.e. group 
and cluster-wise classification of SMEs, region-wise composition of 
SMEs and district-wise status of SMEs in Uttar Pradesh. The group-wise 
classification reveals that the State's SMEs sector is predominantly 
repairing and servicing, with significant strength in the food products; 
hosiery and garments; metal products and miscellaneous 
manufacturing sectors. Leather products, for which U.P. has an edge, 
have 21805 small units, i.e. 3.76 percent of all the small units in the 
State. Food products industries have the maximum investment, i.e. Rs. 
1160.94 Crore and employment generated by the food products sector 
are 317117. That is 19.67 percent of the overall investment made in all 
the industries and 14.11 percent of all the employment generation in the 
SMEs sector respectively while, the maximum employment is provided 
by the repairing and servicing industries that account for 391238 
peoples. In the cluster-wise classification, bleaching, dying and printing 
industry of Varanasi holds the first rank with a figure of 51878 units 
and 250702 artisans while the wood ware cluster of Saharanpur comes 
on the last rank, i.e. 21 with a figure of 2662 units and 10110 artisans. In 
the region-wise composition, western region holds the top position 
followed by Eastern, Central and Bundelkhand region with a figure of 
291125,161915, 93262 and 34302 units of SMEs respectively. At the end 
a brief profile of industrial promotional activities with the institutional 
promotional structure has been given. 
In chapter five/ an attempt is made to trace the growth of SMEs 
in Uttar Pradesh. The analysis presented in the chapter is aim to know 
the trends of the variables namely number of units, production and 
employment, over a period of time. For this purpose the entire study 
period has been divided between two sub periods, one is the Pre-
Liberalization period i.e. from 1980-81 to 1991-92 and another is the 
Post-Liberalization period, i.e. from 1992-1993 to 2005-06. The overall 
growth of the two sub-periods has been compared to know, how the 
sector is coping with the challenges and changes in the intensifying 
competitive environment, the environment, which emerged after 1991 
with the introduction of liberalization measures. Moreover, the relative 
share of SMEs of Uttar Pradesh in All India has been analyzed. This will 
be helpful to know the trend of Uttar Pradesh share in overall SMEs of 
the country. 
The trends discussed in the chapter shows that the growth 
performance of SMEs in Uttar Pradesh and at all India level has 
reflected almost the similar trend. The growth in number of units is 
relatively less but more stable in the post liberalization period in all the 
three hypotheses have been framed to test the impact of liberalization 
on the growth and development of SMEs in Uttar Pradesh. 
These hypotheses include, #1, the Null Hypothesis assumes, Ho: 
There is no significant impact of liberalization on the growth of Number 
of Units of SMEs. Against the alternate hypothesis, Hi: There is a 
significant impact of liberalization on the growth of Number of Units of 
SMEs. #2: The Null Hypothesis assumes, Ho: There is no significant 
impact of liberalization on the growth of production of SMEs. Against 
the alternate hypothesis, Hi: There is a significant impact of 
liberalization on the growth of production of SMEs. #3: The Null 
Hypothesis assumes, Ho: There is no significant impact of liberalization 
on the growth of employment generated by SMEs. Against the alternate 
hypothesis, Hi: There is a significant impact of liberalization on the 
growth of employment generated by SMEs. 
To test the above mentioned hypothesis, Trend analysis including 
Dummy Variables is carried out using Multiple Linear Regression 
Model fitted with the econometric technique of Ordinary least Square 
(OLS) of the type. 
In Ut = a + bit + teDi + baDtt + b4D2 + Ut (1) 
InEt = a + bit+b2Di+b3Dit + b4D2+ut (2) 
lnPt=a + b1t + b2Di+b3Dit + b4D2+Ut (3) 
Where, 
Ut = No of Units of SMEs in year t 
Et= Employment in year t 
Pt= Production in year t 
t is the time variable, Di and D2 are the dummy variables to 
represent the impact of liberalization and the impact of State 
Government Industrial policy introduced in 1998-99 respectively. Di=0 
during 1980-81 to 1991-92 and Di=l during 1991-92 to 2006-07. D2 =0 
during 1980-81 to 1998-99 and D2=l during 1999-2000 to 2006-07. The 
dummy variable capturing the impact of liberalization occurs in the 
regression equation in two ways- as Di which represent the intercept 
term and Dit to indicate the change in slope. The choice of this 
formulation is on the ground that we are interested in growth and not 
in absolute change. 
In the equations mentioned above if b2is found to be statistically 
significant, than one can accept the hypothesis that there is a significant 
impact of liberalization on the growth of Number of Units, production 
and employment of SMEs; reject otherwise. In our empirical analysis, 
for the estimation purpose, we have taken the log values of the 
dependent variables. While estimating the regression, a common 
problem, which is faced in most of the time series studies, is the 
problem of multi-collinearity. In an attempt to purge this problem 
equations have been re-estimated by dropping one explanatory variable 
after the other. In this way, four equations have been obtained in 
respect of each dependent variable. For each equation, our Null 
hypothesis is Ho: All estimated co-efficient are insignificant and equal to 
zero, against the alternative hypothesis that they are significantly 
different from zero. 
The estimation results shows that all explanatory variables, taken 
together, explain nearly 55.8 percent (R2=0.558) of the total variation in 
the growth of units of SMEs established each year. As we drop one 
explanatory variable after the other, the value of R2 declines. It is 
interesting to note that in case of the growth of units of SMEs, as high as 
40.5 percent variation is explained by the time variable alone which 
captures the influence of several other economic as well as non-
economic variables. It is perhaps because of this reason that the time 
variable comes out to be an important significant explanatory variable 
in respect of units and productions of SMEs, while for employment; it 
does not find any strong support. 
All explanatory variables, taken together, explain 54.4 percent of the 
total variation in the growth of production and just 12.3 percent in case 
of employment. The time variable alone explains 44.0 percent variations 
in the growth of production and 4.7 percent in case of employment. 
Finally, chapter seven of this thesis presents the main findings of 
the present work and outline some policy recommendations in the light 
of our findings. 
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Preface 
The literature on small business development argues that SMEs 
symbolize special advantages that accounts for at least three unique 
contributions to the economy. Firstly the most frequently stated claim is 
that SMEs create a preponderant share of newly generated jobs and 
therefore hold the key to the employment and poverty reduction. 
Furthermore, the jobs created by SMEs are said to be brought about at 
relatively lower capital cost than those generated by large enterprises, 
and therefore are more consistent with the relative abundance of labour 
and shortages of capital characteristic of developing counties. Second, 
SMEs are championed as the "seedbed" for future industrial growth. 
They are said to be a source of considerable innovative activity and 
contribute to the development of entrepreneurial talent and export 
competitiveness, which form the basis for future industrial expansion. 
Third, encouraging the presence of SMEs in the economy is alleged to 
increase competition and add flexibility to the industrial structure, 
thereby promoting greater economic dynamism and speedy and less 
costly adjustments to economic shocks. It is due to the unique 
contribution of SMEs that they are assumed as the engine of growth. 
Engine of growth would be titled to those sectors which are capable of 
high contribution in the overall economy of the nation. In India, SMEs 
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contribute around 39 per cent of the gross manufacturing output and 34 
per cent of total exports of the country. There has been an annual 
growth rate of 8.87 per cent in the production in this sector in the first 
four years of the Tenth Plan, The sector produce more than 6000 
products, which are used in advanced technological field,, such as, 
atomic energy, missile and space programmes, information technology, 
biotechnology etc. In fact, the range is so wide that there is hardly any 
product that is not either directly or indirectly sourced from the SMEs 
sector. It is due the strategic position held by the sector in Indian 
economy, it is termed as the engine of the growth of the nation. So the 
growth of the sector is a great matter of concern for the country 
specifically when the economies are being typified by fundamental and 
wide-ranging institutional transformations in the wake of 
Liberalization, Privatization and Globalization (LPG). Since 1991, Indian 
economy has been adopting the intensified measures due to 
liberalization of the economy. Thus, it would be a stepping stone to the 
mission of the government to measure the impact of liberalization 
policies on the growth and development of SMEs in the strategically 
important state of India, i.e. Uttar Pradesh. The Uttar Pradesh holds a 
leading position in terms of number of units of SMEs consisting of 
580604 units. The state comes on the 4th rank in terms of density of 
Preface 
population, 17th in terms of literacy rate, 6th in terms of cropping 
intensity and 5th in terms of average yield of food-grains. The present 
study is devoted to the assessment of the impact of liberalization on the 
growth and development of SMEs in Uttar Pradesh. The whole study 
has been divided into seven chapters. 
The chapter one of the thesis deals with the framework and 
design of the research study consisting of the statement of problem, 
literature review, objectives, scope, hypotheses, and methodology of the 
study. 
In chapter two the liberalization in Indian context and its later 
chronicle are discussed in a comprehensive way. 
The third chapter presents the review of conceptual framework of 
SMEs in India. That includes the definitions, characteristics, 
administrative structure, promotional structure etc., and contribution of 
SMEs in Indian economy. 
The forth chapter is devoted to the study of industrial scenario as 
regard to SMEs in Uttar Pradesh. The chapter attempts to discuss the 
status of SMEs in Uttar Pradesh in a classified way. The classification 
that has been used in the chapter includes the cluster-wise classification, 
industrial group-wise classification, etc. 
P a g e | iv Preface 
In chapter five, analysis of the growth trends of SMEs in India 
and U. P. has been carried out. The chapter has presented a 
comprehensive discussion of the growth trends of the variables 
(number of units, production and employment) taken in the study for 
the entire study period of 27 years i.e. from 1980-81 to 2006-07. The 
chapter also evaluates the contribution of the variables mentioned 
above in that of all India. 
Estimation results of multiple regression analysis are presented in 
chapter six. 
Finally, chapter seven presents the main findings of the work and 
gives some suggestions. 
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Chapter-1 
Introductory Background and Framework 
of the Study 
1.1- Introduction: 
On 15 July, 1991 the major event of the Indian economic history 
took place. The event was liberalization of Indian economy. That was 
result of painful situation faced by the country's economy. In 1991, the 
country was in an ever largest balance of payment (BOP) crisis that led 
the country to ever minimum forex reserve i.e. $2.2 billion, a lowest 
industrial growth rate, and a much higher inflation rate. The central 
government led by Mr. P. V. Narasimha Rao and then Finance Minister, 
Mr. Manmohan Singh with their team started liberalizing the Indian 
economy with greater intensity by adopting a lucid programme 
focusing on the investment regime, trade policies, financial sector 
reforms, deregulation of domestic industry, reforms in taxation system 
and disinvestment of public sector enterprises (Kumar & Bala, 2007). 
Those measures were the instigation of an epoch to get the economy on 
a leading front in the world economic order. The process is still on-
going. Now, almost 18 years of economic liberalization has passed out, 
the economy has crossed several yardsticks. The forex reserve has 
reached at the ever highest level i.e. US $ 281.2 billion, industrial 
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production is growing at 9 percent (Economic Survey, 2008). The 
economy has recorded a constant GDP growth of approximately 8 
percent over the last half decade. The projection of GDP growth in the 
11th plan is 8 to 9 percent on an average (RBI, 2008). Overall the 
environment of optimism and achievement is prevailing in the country. 
It is un-disputable that Small and Medium Enterprises (SMEs) are 
the key contributors in the Gross Domestic Product (GDP), export 
earnings and employment generation. In the post liberalization period 
several announcements and decisions like announcement of New Small 
Enterprises Policy (NSEP), De-reservation of reserved items, De-
Hcensing of industries. Enactment of a new Act for SMEs, introduction 
of credit rating; and credit guarantee scheme, etc., have come into 
force. These liberalization-motivated measures have a direct impact on 
the sector and other measures impact on the sector indirectly. It is 
important to clarify that whether the Small and Medium Enterprises 
(SMEs) are getting the right momentum as the other sectors. 
Undoubtedly, the post liberalization period is the much optimistic and 
rendering good results. For Small and Medium Enterprises (SMEs) 
sector it has created certain opportunities and threats as well, it is due to 
the forte nature of the Indian SMEs sector. 
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1.2- Statement of the Problem: 
The Economic liberalization which encompasses the industrial 
liberalization, financial liberalization, trade liberalization and fiscal 
liberalization etc has generated the far reaching effect on the economy. 
In terms of SMEs, the economic liberalization has brought certain 
opportunities as well as threats as, mentioned in the previous section. 
The opportunities could be summed up as the impetus to quality, 
efficiency and better technology, dismantling control regime, an 
availability of world market for the raw materials and components, a 
comparatively large market for export, integration with world's 
medium and larger industries leaders. On the other hand, threats 
include the increased competition; low competitiveness due to low 
productivity, threats to employment opportunities due to increased 
advance technology, threats to local indigenous, technology and 
industries etc. These factors ultimately affect the growth of the sector. 
In this background, it is imperative to analyze the impact of 
liberalization on the growth and development of Small and Medium 
Enterprises (SMEs) so that the ultimate picture could be traced out. And 
the policy formulation could be made in such a way that the growth 
and development trail of the sector could be escaped from the 
impediments therein. 
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The present study is an endeavour in this direction. The 
following paragraphs present a review of literature of them mentioned 
above. 
1.3- Review of literature: 
13.1- Background: 
Small Business is a very broad topic for the purpose of research. It 
has a large number of components on which considerable research 
works have been done and a lot more is going on. These facets include, 
(1) Industrial Estates (2) Sickness in Small Industry (3) Ancillary 
Development (4) Small Industry Development (5) Financing Aspects (6) 
Growth Aspects (7) Government Programme (8) Entrepreneurship 
development etc. These components have their own chain of branches. 
Here, in the following paragraphs a brief review of the same would be 
done. 
(1) Industrial Estates- In this field, considerable research has been 
done on the functioning and relative efficiency of the industrial 
estate and non estate units. The major studies in this regard could 
be named as, (Berna, 1960), (Singh B. , 1961), (Brede, 1962), 
(Alexander, 1963), (Bandopadhayay, 1969), (Sanghvi, 1979) etc. 
(2) Sickness in Small Industry- In this context the studies on the 
basis of region and industry group has been made. And various 
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approaches and strategies for removing the sickness and re-
habilitation for Small Industry have been suggested. 
(3) Ancillary Development- Ancillary industries are those industries 
that provide support and help in providing the raw materials to 
the small, medium and large industries. These industries are 
assumed as the complementary of Small and large group of 
Industries. The studies have been undertaken, in this group 
include, (Prasad B., 1989), (Juneja, 2004). 
(4) Small Industry Development- This aspect is very much wider as 
it contains the Assessment of size, Capital, Intensity, Productivity, 
Growth, Structure, Location and Diversification, transfer of 
technology, R&D and so on. The major studies, covering this 
aspect include, (Brijee, 1960), (Sandesara J. C , 1988), (Singh M. P., 
1998), (Khanka, 1998), (Mali, 1998) (Leopairote, 1999) (Gohil, 
2006) etc. 
(5) Financing Aspects- This is assumed as the very much vital area 
for research as easy availability of finance at a reasonable cost is 
the dire need of the small industry sector. The studies in this 
regard include the areas, such as, working capital management in 
small industries, evaluation of their financial needs, and 
evaluation of different finance schemes to the Small Industry etc. 
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(Dennis, 1982), (Dawar, 1986), (ADB, 1997), (Kulkarni P. R., 2002), 
(Prasad C. S., 2003), (Kulkarni & Kaveri, 2006) and various other 
studies have covered this aspect. 
(6) Growth Aspect- like the other aspects, growth is also among, the 
vital aspects on which considerable research work has been 
taken. Growth, itself is a very broad term. Literally it means 
increment in size, but it is not confined to only this. It includes 
increment in number, size, technology, innovation etc. Under the 
growth aspect the potential of enterprises are also measured to 
harness the latent resources and potential to plough back the 
profit. Growth aspect includes both the quantitative as well as the 
qualitative aspects. Works, covering this aspect have been 
reviewed in the next section 
(7) Government Programmes- In this field various studies, such as, 
Desai, (1983), Government of India, (1982), Sandesara J. C , (1993), 
etc. have been conducted to measure the impact of government 
programmes on the various aspects of the Small Scale Industry 
time by time. 
(8) Entrepreneurial Development- The role of small industries in the 
promotion of entrepreneurship has also been examined by the 
several researchers, Sharma S. V., (1979), Deshpande, (1982), 
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Gerald, (1989), Kamesam, (2003) etc. It has been studied to find 
out the need for setting up a special climate for attracting the new 
entrepreneurs. Women entrepreneurship has been emerging as 
the area of thrust for SSIs now-a-days. 
Apart from these, there are certain segments of SMEs which are 
being under the research process. For the sake of present study the 
researcher has taken only those articles, research papers, books and 
reports that are mainly concerned with the study of growth and 
development aspects of the SMEs in India and in other countries as 
well. Measurement of impact of the economic policies of the 
Government on the growth and other aspects of SMEs has also been 
taken into account. For this purpose the data has been collected from 
the various sources that include mainly, Maulana Azad Library, A. M. 
U., Aligarh; Ratan Tata Library, Delhi School of Economics, New Delhi; 
NISIET library at Hyderabad; Library of Ministry of MSME, New Delhi; 
ICSSR library, New Delhi; ISID Library, New Delhi; ICSSR (Southern 
region) Library, Hyderabad; and various other Social Sciences 
Institute's Libraries at Hyderabad and in New Delhi. The researcher has 
taken varied literature, such as, research papers, journal articles, 
reports, books, conference proceedings etc. for the reviews on the 
themes discussed above. The following segment deals with these. 
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1.3.2- Reviews of the Various Studies: 
In their study on the growth and dynamics of unorganised sector 
in Punjab (Singh & Jain, 2007) establish a distinct emergence of 
unorganised industry in Punjab, in terms of employment, capital used 
and labour productivity, in contrast to the scenario in other states using 
the data issued by the National Sample Survey Organisation (NSSO). 
The study also delves into the factor-use pattern through an analysis of 
labour mix, factor allocation and factor productivity. The study points 
out that labour problems, energy problems, access to raw material, 
access to market, financial constraints, etc. are the major impediments in 
the growth path of Punjab's unorganised industry. Although the study 
does not suggest some concrete measures to curb these impediments. 
In their empirical paper, (Kumar & Bala, 2007) have tried to 
explore the impact of economic reforms on the growth and productivity 
of Indian Small Scale Sector. The author has divided the whole study 
period, i.e. from 1981-82 to 2000-01 in two sub periods on pre and post 
reforms basis. The author has used the Kinked Exponential Model, 
using Dummy variables for calculating the Compound Average Growth 
Rate (CAGR) of the sub-periods. For the productivity assessment non-
parametric method of partial productivity index has been used to 
construct the index numbers. The authors have compared the CAGR of 
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the variables namely number of units, production, employment and 
exports for both the period to trace the impact of economic reforms. The 
results of the study explain that the economic reform process initiated 
in the early nineties has a downbeat impact on the growth and 
productivity of Small Scale Sector. The average annual growth rate of 
key growth parameters like number of units, production, employment 
and exports has found to be tapered off in the post-reforms period 
relative to the pre-reforms period. 
Gohil (2006), in his paper, has depicted the growth and 
development of Small Scale Industry (SSIs) in Gujarat. The author has 
shown the growth of SSI in Gujarat by using the common parameters 
like number of units, employment etc. District wise number of units and 
group wise working units fixed investments, production and number of 
employees over the years have also been shown. The author has further 
discussed the important variables like impact of World Trade 
Organization (WTO) on Small Scale Industry (SSI) sector, employment, 
export and business operations year wise and in some cases area wise. 
The author concluded that globalization has opened some destination 
for the growth. And in purview of globalization non-traditional 
products line is coming forward. Though, the author has presented and 
discussed the data fairly in a good manner, the author has not 
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suggested any measure for future growth. 
In their article, the authors (Rammapa & Basavaraja, 2006) have 
tried to explore the impact of liberalization on SSI in India with the help 
of the fact and the secondary data extracted from the Directorate of 
Industry, Ministry of Small Scale Industry (DI, SSIs) and Small Industry 
Development Organisation (SIDO). The data for the one decade before 
and after the economic liberalization has been shown in the form of 
common variables such as Number of units, production and exports etc. 
The paper also points out the World Trade Organisation (WTO), 
Agreement and Industrial Policies of 1991 and 1998. After comparing 
the post-liberalization conditions with pre-liberalization, the authors 
conclude that the industrial policies, evolved by the government of 
India have put the whole SSI sector into the hot water due to the policy 
of the liberalization and globalization. The authors suggested that the 
only way to liberate SSIs in the country is to evolve a policy of easy 
credit, marketing, tax free period, reservation of products for 
manufacturing, de-licensing, up gradation of technology etc. The paper 
is simply about the revelations of facts. No analytical framework has 
been set to measure the impact so far. 
In their paper (Chen, Zhou, & She, 2006) have evaluated the 
growth of SMEs by accumulating the market risk of value at risk into 
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relatively mature index system. The authors have used both the ranks, 
one of which considers market risk factor, the other one of which does 
not consider market risk factor. The authors have concluded that the 
rank with the consideration of market risk is more effective. Making 
regression analysis of growth rank and market risk, it has been found 
out that growth rank and market risk are obviously negative 
correlativity for the entire sample taken for the study. 
Bhavani (2006), in her one of the most important books, has 
traced out empirically the impact of globalisation on technology and 
competitiveness of Small Scale Sector. The author has found out the 
impact of technological change on the competitive strength of the units 
basically in Auto components, Electronic Industry and garment 
industry sector in small manufacturing units. For the sake of analysis 
the author has chosen three variables in an industrial unit namely the 
technology (that undergoes change)/ the decision maker (who 
undertake change) and technological capabilities (pre-requisite for 
change). The analysis of the study has identified some factors that 
influence the technological change in small scale units; the factors 
include the product market, owners/managers perceptions of the 
product market, technological capabilities, scale of operation, 
availability of information, finance complimentary skills and materials, 
Introductory Background and Framework of the Study ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ H 
relative factor prices and labour etc. At last the author has concluded 
that a large number of urban Small Scale units have taken note of the 
ongoing changes in the business environment, such as, the rising 
importance of markets and significance of technological up-gradation in 
dealing with these changes. The study is the comprehensive work and 
an outcome of the IDPAD project entitled, "technological changes in 
Small Scale Units in Northern India". 
Saleem (2005) in his paper has evaluated the Punjab industrial 
scenario in the post reform period that includes the study of the growth 
of large, small and medium enterprises in terms of number of units and 
employment. The author concluded that industries in Punjab and in 
India are still facing many constraints in the form of lack of 
infrastructure, high price of inputs, excise duty, availability of credit to 
the small entrepreneurs and bureaucratic interferences. Punjab 
economy is fully agriculture based so to take care of the abundant 
agriculture surplus, more agro based and food processing industries in 
small sector and highly capital intensive industries in large sector are 
required. To cope with these reforms, there is a need to rethink, 
redesign and reinvest. 
Nagaya & Apparao (2005) have highlighted that an important 
element of the globalisation process is the growth of intra-firm trade 
Introductory Background and Framework of the Study ^ ^ ^ ^ I ^ ^ ^ ^ ^ ^ ^ ^ H 
that creates barriers to entry for developing countries. Further the 
reform policies should be designed in such a way that could facilitate 
the India's participation in the global network of production as the 
perception of producers and needs and wants of the consumers are 
changing due to Liberalization, Privatisation and Globalisation. Quality 
infrastructure and productive manpower have become the necessity to 
participate in the global production network. The authors suggest that 
technological up-gradation and modernisation, and incentives to SSI 
units for their size-up gradation could meet the challenges of 
infrastructure facilities. Adoption of cluster approach and reviews of 
existing labour laws can prove helpful to make the sector competitive. 
In their study, (Nummela, Puumalainen, &. Saareneto, 2005) 
have worked on the pre-conditions for the growth i.e. orientation for 
the growth. The authors clarified that growth orientation is an 
attitudinal concept based on subjective evaluation. In their study the 
authors have set firstly some measures to know the orientation of the 
firms and then these measures have been applied in empirical settings 
of Finnish information and communication technology companies. 
The authors stated that the large number of SMEs are not growth 
oriented, for them survival in market is much important and enough as 
to growth. Some companies want to grow internationally and have the 
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has unfavourably affected employment 
In his book (Prasad C. S., 2004) has predicted the vision of SMEs 
up to 2012, regarding the employment generation and open economic 
development of trade from India. The author explained that due to 
Liberalization, Globalization and WTO a rethinking is being made to 
analyse the targets before the SMEs sector. The author suggested that 
with the inherent advantage of flexibility and innovativeness of the 
sector, the major constraints of economies of scale could be met by 
adopting the cluster development and formulation of appropriate 
policies. The book is based on the compilation of the various articles of 
the author published in different journals on the theme of WTO and 
SMEs, SMEs financing, SMEs policy, Employment Generation in SMEs 
and Export potential and cluster development among SMEs etc. 
In his paper (Raghurama, 2004) has assessed the growth and 
performance of SSIs in Kerala in terms of Number of Units, 
Employment and Investment. The growth has been found out in 
quinquennium. The author found that the growth of SSIs in Kerala after 
1991 shows a decelerating trend. It is due to the liberalization-
privatisation & Globalization policy that advocate the policy of compete 
or perish. To survive under these policies an economy should have 
world class quality and competitive price for its products particularly 
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1991 shows a decelerating trend. It is due to the liberalization; 
privatisation & Globalization policy that advocate the policy of compete 
or perish. To survive under these policies an economy should have 
world class quality and competitive price for its products particularly 
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those of industries. The author nodded that in Kerala, specifically in 
SSIs sector basically, there are two types of industries. One is SSI in 
rural and semi urban areas that mainly cater to the needs of locals and 
are based on local raw materials and skills. Another is of those SSIs that 
have their market operations in wider areas. The author concludes that 
the first category is not facing the impact of liberalization by way of 
competition in the domestic market. The second category is steadily 
facing the competitions due to the Multinational Corporations (MNCs) 
and global players. And these are much more under the threats and 
competitions. 
Nikaido (2004) m his paper has dealt with some policy 
implications for the Small Scale Industry sector. The author measures 
the technical efficiency of SSIs using a Stochastic Production Frontier 
Model. The results of the analysis show that agglomeration has a 
positive effect on the technical efficiency. The author concluded that the 
government had better promote Small Scale Industry by promoting 
agglomeration economies, keeping infrastructure in good condition and 
supporting technological up-gradation etc. 
Mathew (2004) in his article has discussed the strategies that 
should be adopted by the SMEs in the globalised arena. The author 
claimed that the report of the third all-India census of small-scale 
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industries prompts some anxiety. Certain issues, such as, the vibrancy 
and dynamism of the sector, anticipated under an era of deregulation 
and de-reservation, remain largely unrealised. While India will be 
negotiating on a number of issues that will affect small industries at 
WTO forums a lot of homework is yet to be done. According to the 
author Public Private Partnership (PPP) is the efficient approach for the 
development but on some fronts it has certain lacunas, while on some 
front it has worked efficiently. 
In their paper (Moschonas & Droucopoulos, 2004) have 
examined the logic of development of Small and Medium Enterprises 
(SMEs) in Greece on the basis of the experience of other countries. It 
argues that the development of SMEs is historically connected to a 
double process: the accumulation of capital on an expanded scale, and 
the production and reproduction of the Greek petty bourgeoisie, as a 
means of consolidating the hegemony of the capitalist class. The author 
examined the SMEs, statistically in terms of comparative rates of 
growth, sizes of employment, magnitudes of value added per person, 
levels of wages and salaries and degrees of labour productivity. It has 
been found by the author that SMEs in Greece are neither exogenous to 
Greek capitalism nor declining pockets in an otherwise dynamic system. 
They are an intrinsic and structured part of the Greek economy. 
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Mathew (2004) in his book suggests that there must be a 
paradigm shift in the philosophy of running a small industry. The book 
seeks to resolve some vital questions like the future of the small-scale 
sector in India, fresh and further capabilities needed to equip and 
enable this sector to perform better, and the kind of transformation 
required in its structure, strategy, policy, and perspectives. The book 
which is the compilation of the collective works of the authentic 
academicians, administrators, managers, and bureaucrats connected 
with the small scale industry in India and abroad, has four parts that 
comprises 18 chapters authored by various writers. The first part deals 
with policies and strategies of small enterprises. The second is devoted 
to a discussion of the emerging perspectives, such as, empowerment of 
labour, and providing them with a better quality of life. The next is the 
study of small industry in the context of regional development. The 
concluding part highlights the aspect that "in most developing 
countries, as also in India, small enterprises have been viewed as an 
engine of employment creation; this has been manifested largely in 
terms of specialised development programmes for socially vulnerable 
groups like women." 
The study made by (Toan, Loi, Hoa/ Ha, Coung, & Huong, 2004) 
is an exclusive work of the government policies of Vietnam and their 
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impact on the development of SMEs, The study is purely based on the 
primary survey regarding the major policies, such as, financial policies, 
credit policies, customs and trade policies, technology and training 
policies, land policies and enterprise laws of Vietnamese government. 
The study symbolizes the overview of the owners of the 105 SMEs 
interviewed during the study period. The study identifies that the 
policy of domestic investment promotion, policy of finance and credit, 
and new enterprise law are most significantly influential policies to the 
SMEs' development in the country, and their effects have shown some 
disagreement between entrepreneurs and policy makers. At the end of 
the study certain recommendations have been provided. The study is 
very extensive in nature but no statistical support is available to the 
data as well as for findings. 
Mosselman & Prince (2004) have compiled a report for the 
European commission. The report was basically prepared for the 
measurement of the effectiveness of the state aid to the SMEs, as SMEs 
in the member States of the European States got many a billions of aid 
from the states. In the study the eight basic evaluation methods, namely 
1- Qualitative description of first order effects, 2- Ex-ante evaluation of 
the policy theory, 3- Quantitative evaluation of the reach of the state 
aid, 4- Quantitative evaluation of the first order effects, based on a 
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survey among assisted firms, 5- Quantitative evaluation of the first and 
second order effects, with control group, 6- Quantitative evaluation of 
the (first, second and) third order effects, based on an econometric 
model and a variety of qualitative and quantitative data sources, among 
which a survey with a control group, 7- Ratio analysis, based on 
quantitative analyses of secondary data and 8- Goal free programme 
evaluation have been used. The recommendations made in the study 
include that the national governments should use method 5, 6 or 8 for 
evaluating the effectiveness of state aid to SMEs. These methods build 
on each other with method 5 being the least sophisticated and method 8 
being the most comprehensive of the three methods. However, if the 
causality and side effects of the state aid are given less weight and the 
emphasis of the evaluation is more on improving the process, rather 
than on measuring the effectiveness, method 4 or 3 could be employed. 
Of the recommended methods, the one most suited to the circumstances 
in, the evaluation experience of, and the constraints faced by the 
Member State should be selected. 
In their paper {Kalirajan & Bhide/ 2003) have revealed that the 
economic reforms of the early 1990s do not lead to sustained growth of 
the manufacturing sector. After, an, acceleration in the mid-1990s, 
growth slowed in the decade's second half. The authors reveal through 
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the analysis made in the paper that manufacturing-sector growth in the 
post reform period is "input driven" rather than "efficiency driven/' 
with significant levels of technical inefficiency. The paper advocates 
policies to improve production efficiency by encouraging investment in 
research and development, technical training for workers, and 
technology-aided. 
In their paper (Papadaki & Chami, 2002) have empirically 
evaluated the growth determinants of the Canadian Small Firms. The 
authors have identified basically three types of characteristics namely 
firm manager's characteristics; business practices characteristics and 
firm characteristics responsible for the growth of the Small firms in 
Canada. On the basis of the above these characteristics and an 
exhaustive list of subcategories the authors have set certain hypothesis 
that have been proved with the help of the statistical model using the 
regression and correlation analysis using the dummy variables etc. 
The authors found that completion of secondary education is 
highly correlated with business growth, graduate or post-graduate 
education does not affect the growth prospect of a micro-business. And 
age of the entrepreneur does not seem important for growth 
performance. The micro-business had predictive power over their 
growth. Innovating, adopting e-business enabling technologies and 
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focusing on the local market all have a significant impact on the growth 
of the business. Age and size of the business have a significant impact 
on venture growth. However, neither province industry sector nor legal 
status makes a significant difference when it comes to the growth of 
micro-enterprises. 
AIMA (2002) has conducted a very comprehensive and important 
study. The study is very first of its kind in India to measure the growth 
of Small Scale Industries (SSIs) after liberalization. The entire study is 
based on the primary survey conducted by All India Management 
Association (AIMA) after dividing the whole country among four 
economic regions namely Eastern, western, Northern and Southern 
Regions. The report is divided among two parts. First part includes the 
Qualitative types of findings and the second part is devoted to the 
Quantitative research findings. The study finds out that the growth rate 
for the 872 companies in the sample over the five years period 1998 to 
2002 has been negative (-5.18 percent). The units in the manufacturing 
sector have recorded a negative growth of -8.14 percent in the last five 
years while the units in the service sector have recorded a growth of 
16.34 percent in the last five years. Among industries, the highest 
cumulative growth rate has been recorded for the automobile sector 
while, the lowest for the printing, packaging and paper industry. The 
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study has traced out certain constraints for the growth after making the 
interviews with the policymakers and researchers that mainly include 
the market constraints, financial constraints, human resource 
constraints, technology constraints and infrastructure constraints. At 
the end certain recommendations have been made to remove these 
constraints. 
In their paper (Haouas, Yagoubi, & Heshmati, 2002) have tried to 
investigate that what should be the long-run effects of trade 
liberalization on employment and wages? For this sake the authors had 
taken the empirical analysis using the data from (1971-1996) for 
importable and exportable sector in Tunisia. The authors claimed that 
wages causes strongly employment but employment does not cause 
wages. There is a significant difference in the direction of responses in 
the short and long run. 
Kulkarni P. R. (2002) has stressed that the SSI sector deserves the 
liberal Institutional credit because of its unique potential to contribute 
in terms of employment creation, foreign exchange earnings, reduction 
in regional disparities etc. But notwithstanding the fact, the credit 
facilities are too meagre and often delayed. For this various internal and 
external factors are responsible. The author suggests that to achieve the 
objective of growth and development of SSIs, it should be necessary for 
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the institutions to function in co-ordination with others. 
Bhavani T. A. (2002) in her paper has focussed on the on-going 
changes in the business environment and the possible ways of 
improving competitive strength and commercial viability of Indian SSI 
units in the changing scenario. The analysis of the author indicates that 
the, liberalization has exposed all industrial units including small units 
to market competitions to a greater extent. And the globalization has 
intensified the ^rket competition by allowing imports and 
multinational corporations into India. In order to withstand 
competition, Indian industrial units specially the smaller ones need to 
improve their productivity and quality to reduce costs and to go for 
higher performance of products and better services. This requires 
substantia] improvement in various dimensions of the technology 
namely transformation (mechanisation), organisation and information. 
Small Scale Units not only need to upgrade their technologies 
immediately but should also keep track of the changes in technologies. 
In their paper (Ganesamurthy & Manickam, 2002) have analysed 
the growth trend by using the Compound Growth Rate (CGR) and 
Average Growth Rate (AGR) from the time series data of different 
variables, such as, production, exports and employment from 1991-92 to 
1998-99. In order to know the influence of employment, export and 
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number of units, the authors have run a multiple regression analysis. 
The analysis shows that increment in output leads to increment in 
employment. Where as, the export and output do not have a significant 
relationship. The authors claim that the small scale industry in India are 
now facing more threats for their survival and they have begun to feel 
hardship in doing their business on two accounts i.e. liberalization and 
WTO and due to both the events Indian firms are facing severe 
competitions from MNCs. 
In their paper (Bartlett & Bukvic, 2001) identify the critical 
barriers to small business growth and development in Slovenia. The key 
barriers identified by the authors in their study, include institutional 
environment barriers including bureaucracy and financial constraints 
including the high cost of capital. Apart from these, the authors point 
out that the internal organisation, resource issues, and social support 
through local development coalition less importantly hinder the growth 
of SMEs. The research is based upon a sample survey of small firms in 
Slovenia, and on an econometric analysis of the sources of firm's 
growth. This provides evidence that firm's growth is negatively linked 
to firm's size, and that growth is reduced by the presence of 
institutional and financial barriers. 
In their study on the manufacturing industry of Nepal (Sharma, 
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Jayasuriya, & Edward, 2000) have found out that in Nepal the 
manufacturing sector has recorded a marginal improvement in the 
productivity growth in the post liberalization period. Though, it is not 
withstanding the fact that in the pre and post liberalization period the 
growth has remained negative. The analysis suggests that, while trade 
and exchange rate policy reforms may be a necessary condition for 
improving productivity growth in least developing countries, they are 
not sufficient. Shortages of human capital and physical infrastructure 
need to be redressed if potential productivity improvements are to be 
fully achieved. 
Bhide (2000) in her article discusses the pros & cons of the small 
scale industries, their problems, inherent strengths, their major 
constraints etc. She stated that the periodic recessions are the regular 
feature of a centralised and globalised economy and to combat to it the 
need of the hour is a collaborative approach between the centre and the 
state government, local industry associations and the small scale units. 
The author emphasised that the public-private partnership (PPP) would 
help to erase substantially present constraints faced by Small Scale 
Units in areas of manpower availability, infrastructure and access to 
credit. 
In his article (George, 2000) stated that all is not well with the 
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Small-Scale Industries even today. Production policy has led Small-
Scale industries to remain small to become more in-efficient with poor 
product quality. It is not production but competition should be the rule 
of the day. Efficient management, strong marketing strategy to cope 
with international marketing standards, production of world-class 
products with top quality, alone can infuse a greater degree of 
competition in the small scale industry sector. 
In his study (Krishna, 2000) has identified the six group of 
industries namely watches and clocks, plastic, toys, ceiling fans, ice 
cream and bicycle industries to measure the impact of the elimination of 
quantitative restrictions on Indian industry. The study is based on the 
primary data collected by the interviews of different owners of the 
small firms in the Delhi metropolitan area. The study disclosed that due 
to the removal of the quantitative restrictions some industries are 
adversely affected. Among all the industries small manufacturing units 
of watch and clock industry are intensely facing the competition due to 
the smuggling from china that resulted shut down of these units. The 
problem in the toys industry is lack of administrative control over 
imports. In a pin pointed overview, the author concludes that all the 
small industries are in an intense competition due to the illegal 
importing of the cheap Chinese goods. 
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In his paper (Roper, 1999) develops a simple structural model 
relating to small business performance to firms' market position and the 
characteristics of their owner-managers. The paper examines the links 
between the performance of a large group of Irish small businesses over 
the 1993-94 period and their market and owner-managers' 
characteristics in 1991. The author suggests that the turnover growth 
and return on assets are only weakly related in the short-term; above 
average growth rates are therefore no guarantor of high profitability. A 
number of characteristics of firms' market position and their owner 
managers are found to have the opposite effects on profitability and 
growth rates. Small firm performance is shown to depend strongly on 
strategy choice, with turnover growth being particularly strategy 
dependent. The author clarifies that one strategy choice that has the 
positive effect on both profitability and growth is the development of 
new export markets. 
Leopairote (1999) has conducted a very significant study for the 
UNIDO, that measures the impact of industrial reforms introduced by 
the Asia-pacific countries namely Korea, Japan, Indonesia, Malaysia, 
Thailand Philippines, Thailand, Singapore, Vietnam etc. on enhancing 
the competitiveness strategies for the development of SMEs in these 
countries. The study depicts the causes and need of the industrial 
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restructuring and institutional reforms in these countries and presents 
an account of the major industrial changes and reforms The study 
chalked-out with the conclusion that the economic crisis that hits the 
region starting in mid-1997 revealed structural weaknesses of the 
affected economies In this case government assistance and public 
support could play a key role As due to the onset of trade liberalization 
and globalisation borderless economies have arrived. Government role 
has become more responsive. Though some of the countries in the 
region are well performer but some still require support. 
Gichira (1999), claims that the growth of SMEs depends very 
much on the policy and regulatory environment. In his paper the author 
has identified certain macro policies, such as, fiscal policy, monetary 
policy, exchange policy, import policy and labour policy and tried to 
find out their impact on SMEs sector. The whole paper is based on the 
revelation of facts. No quantitative analysis has been made. The author 
claimed that prior to the liberalization measures in 1980's, the macro-
policy framework in Africa was heavily influenced by an mward-
lookmg and state dominated economic strategy. After the 1980's the 
African Economy has undergone varying degree of structural 
adjustments reforms These reforms have rendered good results but 
require certain modifications Certain suggestions have been offered by 
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the author at the end of the paper. 
In their paper (Brixy & Kohaut, 1999) have determined and 
exposed the determinants of growth and employment in the newly 
founded firms in the eastern and western Germany. The authors found 
that during their study period, i.e. from January-1991 to June 1995, the 
number of firms nearly doubled and in 1995, nearly 50% of all jobs were 
to be found in firms established after 1991. 
The study found threefold factor, firstly, characteristics of the 
firms, i.e. type of industry, legal form, firm size at formation, location, 
density of employees, ownership etc. Secondly, strategic factor; 
technological status; weight of sales to old lender or abroad and 
competitive strategy etc. Thirdly, Additional control variables, age of 
the firm at the time of first trace etc. are responsible for the growth oi 
the firms. 
The author, (Tirthankar, 1999) has tried to find out the reasons 
behind export recession in 1996-98 in power-loom industry, which had 
experienced a boom after trade liberalization in the late 1980s. The 
author has carried out a case study of an export-oriented weaving 
region, i.e. power-looms of Tamil Nadu. The author has suggested that 
along with government support, new investment in the form of 
modernisation, training of loom owners, inflow of capital, etc., are 
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much needed to pull out the industry from the stagnation. The author 
has argued for greater organisation of co-operation by connecting 
financial incentives with efficient production so that this sector is not 
adversely affected by the ongoing trade liberalisation. 
The author (Balasubramanya, 1999) has shown the 
characterization of small scale sector, in terms of its low capital intensity 
and more labour absorption capacity, its ability to achieve socio-
economic objectives, such as, employment generation, production of 
mass consumption goods, balanced regional development and 
equitable distribution of income, etc. The author focussed that these 
characteristics of SSIs had guided policy makers to bring this sector to 
the central focus as a part of the development strategy. The author 
explains that after the 1991, the government has changed its policy 
emphasis towards SSI sector from protected growth to competitive 
growth. The author interprets that in the post liberalization period, the 
SSI sector has performed well in terms of employment, output and 
export but its performance in terms of technological progress is dismal. 
The author suggests that the government support machinery should be 
centralised and effective R&D should be developed. For this to happen, 
small industry associations should come forward. 
Ramesha {1999) depicts that globalisation of economic activities 
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and consequent reforms in the domestic sector have opened up new 
opportunities and challenges for industrial development. After the 
liberalization, the role of policy is inclining in favour of development 
rather than protection of SSI sector. The role of the Government is 
changing. It is increasingly becoming that of a 'co-ordinator' to create 
an enabling environment for the growth and development of SSI sector. 
Private sector is proving quite efficient and private sector participation 
through industry associations and public private participation (PPP) are 
fundamental for the SSI in India. That can play a crucial role in research 
and technology up-gradation, information marketing and 
infrastructure. These are the areas in which, so far Government agencies 
have miserably failed. The author emphasised that the cluster 
programme to SSIs development is inevitable in India. But the author is 
failed to tell, how this approach be implemented in India. The paper 
discussed the issues importantly relating to SMEs, such as, enhancing 
the role of private sector, cluster approach, networking strategy and 
financial support etc. But the paper is silent about the future directions, 
suggestions and recommendations towards these aspects. 
Singh M. P. (1998) claims that in-spite of several short comings, 
innumerable handicaps and several limitations, the SSIs sector has 
grown phenomenally during the past four and half decades. The author 
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pointed out that to measure the performance of SSIs; the basic 
parameters are Number of SSI units, productions and employments. 
Added to this, the author explains that employment is the function of 
growth and both are joined in such a way that to bring the one another 
is needed. Unlike the employment, credit is also the prime input for the 
sustainable growth. Government support, incentives and initiatives are 
mandatory phenomenon for sustainable growth and development of 
the sector. 
In his paper, the author (Khanka, 1998) analyses the development 
of Small Scale Industries (SSIs) in Assam during the period between 
1983 and 1995. It delineates the development of SSIs in terms of number 
of units, production, employment and exports over the years and 
outlines the problems faced by SSIs in the state. The paper reveals that 
the development of Small- Scale Industries in Assam, so far has been at 
a dismally low level. The author attributes it to the lack of 
infrastructural facilities, problems of finance and marketing, poor 
management and insurgency etc. He thus suggests that there is an 
urgent need for (i) creating basic infrastructural facilities like transport, 
communication, power, energy etc. on the state (ii) Undertaking a state 
level techno-economic survey to explore the possibilities for developing 
area specific industries, (iii) Identifying the local people with 
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entrepreneurial aptitude and train them through the entrepreneurship 
development program and (iv) taking steps to check insurgency 
immediately for restoring the confidence of the investors. 
In his paper (Sengupta, 1998) discusses the importance of 
technology management and its up-gradation in the changing 
environment of global competition. The paper discusses the 
technological developments and its scope of further innovation in 
different sectors like banking, information and telecommunications, 
manufacturing etc. The paper comes out with the commands in regard 
to the need for improving the price and quality, management, especially 
among the Small and medium Enterprises (SMEs). Further, it 
emphasizes the importance of environmental sustainability of the new 
technological innovations. The author asserts that there is a need for the 
SMEs to have a "Long-Term Vision" for technological development and 
to specialize in the products where they have a competitive advantage. 
They should also go for joint ventures with multinational corporations 
for accessing the benefits of modern technologies. At the end, the author 
calls for a change in the mindset of the entrepreneurs to cope up with 
the new technology. He however does not elaborate on what constitutes 
the long-term vision of technology and how the change in the mindset 
is to be brought about in these enterprises. 
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The authors (Mukherjee, Das, & Bhattacharya, 1998) have come 
out with a study of growth of small-scale industries (SSIs) in West 
Bengal by districts over last 25years or so. Using data published in 
various issues of Economic Survey, they have shown that the growth in 
the number of units and in employment has been consistently lower 
than growth in the number of units: The growth in output at constant 
prices has jumped considerably since 1993-94 but the export 
performance is fluctuating. The exponential trend and year to year 
average growth rate of registered SSIs during 1982 to 1992-93 was high 
in Uttar Pradesh, Karnataka, Andhra Pradesh while West Bengal has 
registered the lowest figure. Analysing the data published by economic 
review of the government of West Bengal for the period 1971-97 they 
have argued that the year to year growth rate of registered units and 
employment by distribution do not imply stability. The year to year 
growth rate using arithmetic mean, geometric mean and median reveals 
that considerable difference exists among districts with respect to 
growth rate. The author reports that there is no system of compulsory 
registration for SSIs in West Bengal. So there is no firm estimate 
regarding number of units of SSIs. 
In his study (Mali, 1998) has observed that Micro, Small and 
Medium Enterprises have to face increasing competition in the current 
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scenario where, "quality will hold the key" and along with it SMEs 
have to specifically improve in the areas of management capability, 
market product diversification, technological up-gradation, 
infrastructure development, altitudinal changes among officers of banks 
and financial institutions for smooth credit flow to the Micro, Small and 
Medium Enterprises. Moreover, new SMEs may have to move from 
slow growth areas to high growth area and they have to form strategic 
alliance with entrepreneurs of neighbouring countries. 
In Their study (Bryson, Keeble, & Wood, 1997) reveal the results 
of the nation-wide investigation, on the growth and employment in the 
post industrial Britain. The study sets the marked differences in the 
characteristics, markets and competitive requirements of firms, 
compared with small manufacturing firm. The research reveals that 
rapid small business service firm growth reflects rapidly growing 
demand for specialised expertise and customised services from a wide 
range of client organisations. This demand growth comes 
predominantly from large companies, while markets differ from those 
of small manufacturing firms in being appreciably more focussed on 
finance, business and other service sectors, and on local and central 
government, although manufacturing clients are also very important. 
Repeat business and former clients are extremely important sources of 
Introductory Background and Framework of the Study ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ H 
demand. Small business service firms stress the vital importance of 
customisation and specialisation as major competitive advantages, 
unlike manufacturing SMEs, which stress product quality and speed of 
delivery. Specialised business service SMEs grow faster than generalist 
SMEs. According to the author the study is the first substantial nation 
wide investigation into the nature and causes of small professional 
business service firm growth in Britain undertaken in 1991, 
Nagaiya, (1996) has discussed the unfinished agenda of economic 
liberalization and clarified that despite, the adverse implications of the 
liberalization & globalization measures, it has been widely welcomed 
by the entrepreneurs of the country. According to the author, a new 
industrial scenario of industrial challenges, risks and opportunities is 
emerging following the liberalization in which Small Scale Industries 
also have to play a key role. The action plan suggested by the author for 
the unfinished agenda includes that there must be a mechanism at 
National and State level that can monitor the impact of policy change 
on SSIs continuously in the transition periods. A data bank on the status 
of industry and opportunities at the state should be established. The 
altitudinal change in various regulatory and promotional institutions 
should be brought out; voluntary organisations should be developed 
for the industrial interests of the entrepreneurs. Delivery system for the 
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credit should be improved. Single window operations should be 
implemented etc. 
Awasthi, Krishna, & Sebastian (1996) in their survey based 
study of the three states namely Gujarat Karnataka & Orissa, exposed 
that the perception of the entrepreneurs indicates that the New Small 
Enterprises Policy (NSEP) adopted by the government in 1991, is going 
in a positive direction. The entrepreneurs have become more quality 
conscious. They have started to look forward for technological up-
gradations and started investing in Human Resource Development 
(HRD). These developments are becoming due to the liberalization & 
Globalization. Policy adopted by the government has brought the 
SMEs in an age of competitions with full vigour. Nevertheless it faces 
many hurdles and irritants that need to be removed. The author 
suggested that the criteria to define the SMEs is not appropriate, it 
should be changed. Apart from this government should come forward 
to encourage SMEs with the promotional and attractive measures. 
In his comparative study of two censuses of Small Scale Industry 
(first & Second) (Sandesara J. C, 1993) has tried to depict the growth 
and structural change over the 15 years from 1972-73 to 1987-88, the 
period of two censuses. The author has compared the Total Number of 
units, investment, employment generation and production of the results 
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of the censuses to know the structural change in between the periods 
from 1972-73 to 1987-88. The comparison of industries has been made 
state-wise, industry-wise, sector-wise etc. The whole paper consists of 
six parts. Part I discusses about the two censuses, part II their growth 
and size, part III for their structural change, part IV closure of units, 
part V about the reservation and part VI explanations and implications. 
At last the author has concluded the paper with the following thoughts. 
That capital and labour productivities increased over the period 
and this increased product was coupled with the increase in capital-
intensity. Growth of investment in fixed assets and growth of 
production have both been highly relative to growth of employment 
between 1972-73 and 1987-88. In industry-wise structural change, some 
industries rise and some decline. Unlike the industrial group, state 
performance is same. By size there had been a sharp decline in the share 
of the small and medium sizes with a similar increase in the share of the 
large size. 
In their book, (Chuta & Liedholm, 1985) have made a very 
comprehensive data analysis for the assessment of growth and 
employment in Sierra Leone. In their study the authors have taken the 
case studies of clothing, tie-dyeing and bread making industries that 
draws the implications for the output depending on the mix of labour 
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and capital in diversified ways. The data of census has been taken that 
represent the rigorous empirical analysis in search of the relationship 
between such industries and employment generation. At the end the 
authors have examined the public programme and financial 
institutional support for the SSI sector that is proved to be a very 
important contributor in the country's overall growth and 
development. 
2.4- Research Gap: 
From the foregoing extensive review of literature specifically 
related to the Government policies and growth of the industry in 
general and SMEs in particular, it peters out that no study has been 
made, that could access the real impact of the economic liberalization 
on the SMEs. Only a few studies, such as, (Katrak, 2000), (AIMA, 2002), 
(Kumar & Bala, 2007), (Bhardwaj, 2000) etc. have been done to 
contemplate the above mentioned theme. To the best of my knowledge, 
no study has been done specifically for the State of Uttar Pradesh, a 
State having the maximum number of SMEs in India. Therefore the 
present study has been framed to measure empirically, the impact of 
liberalization on the growth and development of SMEs in Uttar 
Pradesh, a state of maximum Number of Units (almost more than 
5,30,000 units) and consumers. 
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1.5- Scope of the Study: 
The present study would cover a span of almost three decades, 
i.e. from 1981-82 to 2006-07, a period of twenty seven years. The whole 
period has been classified among two sub periods on the basis of 
liberalization event of 1991. The period from 1981-82 to 1991-92 has 
been assumed as the pre-liberalization period and from 1992-93 to 2006-
07 as the post-liberalization period. In the present study for the purpose 
of growth of Small and Medium Enterprises (henceforth, SMEs) three 
parameters have been identified, i.e. Number of Units, Production and 
Employment. For the purpose of present study, the researcher has 
considered, the Small Scale Industries (SSIs), Micro, Small and Medium 
Enterprises (MSMEs) and SMEs as same. Prior to 2005, in India SMEs 
were under the Purview of the SSIs. After the 2005 with an enactment of 
MSMED, Act 2005, the SMEs in India got an official recognition with the 
name of Micro Small and Medium Enterprises (MSMEs). This would be 
discussed with details in chapter-3. 
1.6- Objectives of the Study: 
The core objective of the present study is to evaluate the impact of 
liberalization on the growth and development of SMEs in Uttar Pradesh 
(henceforth, U. P.). Apart from this various other objectives, include: 
a) To find out the impact of liberalization measure taken at both the 
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levels (at central and at state) on the growth of number of units, 
establishment, production made there-in, and employment 
generation by them in U. P. 
b) To study and evaluate the reforms measures taken by the Central 
Government as well as by the State Government in purview of 
liberalization. 
c) To study and examine the general profile dealt with the basic 
factors, such as, definition; characteristics and different 
institutional structures for SMEs in India. 
d) To study and understand the pattern of establishments of units, 
their classification, distribution and promotional structures in 
Uttar Pradesh {U. P.)-
e) To measure the growth performance of SMEs in two distinct time 
periods with respect to Number of Units, Production and 
employment. 
f) To understand the perception of Small and Medium 
Entrepreneurs on the new economic policy measures. 
g) To understand and identify the problems and constraints 
emanating from the new policies introduced by the state 
Government as well as by the Government at the Central level. 
h) And finally to come out with the suggestions and 
Introductory Background and Framework of the Study 
recommendations for enhancing the growth of SMEs in India as 
well as in Uttar Pradesh. 
1.7- Hypothesis of the Study: 
In order to fulfil and achieve the above stated objectives of the 
research the study has been made on the basis of certain hypotheses 
bifurcated according to the various dimensions of SMEs. The 
hypotheses of the study have been made according to the need and 
importance of the study. The study has taken into consideration the 
growth and development of SMEs in Toto and in terms of number of 
units, production and employment as criteria for the hypothesis. For 
testing purpose,, the following hypotheses have been formulated. 
Hypothesis #2; 
The Null Hypothesis of the study assumes, Ho: There is no 
significant impact of liberalization on the growth of Number of Units of 
SMEs. While the alternate hypothesis of the study assumes, Hi: There is 
a significant impact of liberalization on the growth of Number of Units 
of SMEs. 
Hypothesis #2: 
The Null Hypothesis of the study assumes, Ho: There is no 
significant impact of liberalization on the growth of production of 
SMEs. While the alternate hypothesis of the study assumes, Hi: There is 
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a significant impact of liberalization on the growth of production of 
SMEs. 
Hypothesis #3: 
The Null Hypothesis of the study assumes, Ho: There is no 
significant impact of liberalization on the growth of employment 
generated by SMEs. While the alternate hypothesis of the study 
assumes, Hi: There is a significant impact of liberalization on the 
growth of employment generated by SMEs. 
1.8- Methodology of the Study: 
The study is an empirical work based on the secondary data and 
primary data collected from various sources for the fulfilment of 
truthfulness of analysis and interpretations and then to ensure the 
quality of research study. The researcher has adopted the American 
Psychological Association (APA) style for creation of bibliography and 
work-citation (references). A brief outline of the APA style is given in 
the Append ix-3. 
1.8.1- Data Sources: 
1.8.1.1- Secondary Data: 
In India, information on production, number of units, investment, 
employment, return to capital and labour and exports for the 
manufacturing sector is available from several sources, such as, 
National Accounts Statistics (NAS), a publication of Central Statistical 
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Organisation (CSO), Planning Commission, Annual Survey of 
Industries (ASI), prepared by the CSO, Statistics prepared by the Micro 
Small and Medium Enterprises Development Organisation (MSMEDO), 
A Handbook of Statistics on Indian Economy by Reserve Bank of India 
(RBI) etc. But there are only two major source of information, i.e. Micro, 
Small and Medium Enterprises Development Organisation (MSMEDO); 
formerly Small Scale Industry Development Organisation (SIDO), and 
the Centra] Statistical Organisation (CSO). 
Notably, for representing the substantial share of the total SSI 
population, MSMEDO does not cover all the industries. And 
importantly, the data of MSMEDO suffers sampling problems and is 
highly aggregated. On the other hand, Central Statistical Organisation 
(CSO) provides the better coverage and is less aggregated. But its 
information is scattered among different surveys and is not readily 
available. 
In Uttar Pradesh (U, P.), directorate of industries is the only 
premier body responsible for maintaining the records of industries. But 
it is also suffered by the same problem as the MSMEDO and CSO. The 
Directorate of Economics and Statistics of U. P. also use the same data 
provided by the Directorate of Industries of Uttar Pradesh. 
In the present study, Researcher has used the data, provided by 
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the MSMEDO, Handbook of Statistics on Indian Economy, published by 
Reserve Bank of India (RBI), Various Economic Surveys etc. in case of 
All India. For Uttar Pradesh, the data from the different Censuses of 
Uttar Pradesh as published by the State Directorate of Industries, 
Government of Uttar Pradesh have been used. 
1.8.1.2- Primary Data: 
The primary source is the outcome of personal interviews with 
experts, policy makers, directors of SISI, NISIET, SIDO, NSIC, 
NIESBUD, Small Entrepreneurs etc. 
1.8.2- Statistical Tools and Techniques Used: 
In order to draw the impact of liberalization on the various 
selected parameters, multiple regression using dummy variables and 
other parametric as well as non-parametric tests have been used. Apart 
from this several other statistics tools, such as, mean, standard 
deviation etc. have also been used. 
1.8.2.1- Simple Growth Rate: 
The simple growth rate or growth rate basically is the measure of 
percentage change over the previous year. It has been calculated by 
using the following formula. 
Growth rate = W " 0 ^ x 100 
Where, 
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Yt = Values of current Years. 
Yt-i = Values of previous year. 
1.8.2.2- Compound Average Growth Rate (CAGR): 
Compound Annual Growth Rate (CAGR) measures an annual 
growth rate over a period of time. This measure is a constant percentage 
rate at which a variable grows or contracts year on year to reach its 
current value. The CAGR is more representative measure of annual 
growth rate over a number of years. One of the commonly used 
formulations for estimating compound growth rate is as follows. 
Yt = a (1 + r) * 
Where, 
Y = Number of units of SMEs, production, employment etc. 
r = Compound growth rate 
t = time. 
Taking logarithms of both sides the above equation becomes. 
Log Yt = log a + t log 1 + r. 
Putting 1 + r = b the above equation becomes as 
Log Yt = log a + t log b 
This equation can be estimated using Ordinary Least Square (OLS) as 
under 
T ~~ K - E l ogyt- r 
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Where, log yt = log Yt - log 7 
t* = t-t 
Thus 
Zlogyt.t' 
If2 Log 1+ r = 
Or 
l + r ^ a n t i l o g o f ^ p ^ 
Therefore, 
r = [antUog of &fj^ - l] 
This r gives the rate of annual average growth over period t when 
converted in percentage terms 
r = [antilog of ^ r ^ - l } x WO 
1.82.3- Regression Equation: 
Regression is one of the important techniques of statistical 
analysis which assumes a functional relationship: between the one 
dependent variable and independent variable(s). If the number of 
independent variable is single then it is known to be a simple 
regression and if the one variable is dependent with more than one 
variable (for example: growth rate of Gross Domestic Product (GDP) is 
dependent with a large number of independent factors) then it is 
known as multiple regressions. 
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In case of multiple regressions the functional relation takes the 
following form: 
Y= « + bj Xj + feX2 + &3X3 + - +b„X„ 
Where, 
Y is the dependent variable 
are the independent variables. Bj, b^ hi, ...£>„ are the 
respective slope of the independent variables Xj, X2 X3 X,s, 
and, 'a' is the Y-intercept. 
1.8.2.4-R-Squared: 
The estimates of R-squared, alternatively known as the goodness 
of fit or the coefficient of determination in regression analysis measures 
the strength of linear relationship between the dependent variable and 
independent vanable(s). Statisticians also interpret the sample 
coefficient of determination by looking at the amount of the variation in 
dependent variable that is explained by the regression line. When the 
dependent variable is Y and the average is called Y bar then the total 
variation is the summation of Y minus Y bar squared. If the regression 
estimates describes Y as Y hat (YA) then the sum of total variations 
between the estimated Y and the average Y being squared is explained 
by the regression equation. The coefficient of determination represents 
the proportion of explained variations to the total variations 
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1.8.2.5- Standard Error of Estimate: 
The standard error of estimate is symbolized as Sy.x and is 
similar to the standard deviation in that both are measures of 
dispersion. While the standard deviation measures the variability of 
the observed values from the mean, the standard error of estimate, on 
the other hand, measures the variability of the observed values around 
the regression line. The researcher has taken in to consideration of SEE 
estimated as a supporting tool for multiple regression techniques. 
V n-2 
If Sy.x is small, this means that the data are relatively close to the 
regression line and the regression equation can be used to predict Y 
with little error. If Sy.x is large, this means that the data are widely 
scattered around the regression line and the regression equation will 
not provide a precise estimate Y. 
1.8.2.6- t-Test: 
Under the null hypothesis, /•/, 
(i) The sample has been drawn from the population with mean 
(ii) There is no significant difference between the sample mean x 
and the population mean pv 
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the statistic r = ~, 
Sl4n 
Where, 5" = J Vc*, -xf , with (n-I)degree of freedom. 
V«-l ti* 
When (n-l) degree of freedom we now compare the calculated value of 
t with tabulated value at certain level of significant. If, calculated value 
is greater than tabulated value, the null hypothesis is accepted. 
1.8.2.7- F-Test: 
Given a regression equation, may it be simple or multiple, it is 
natural to ask whether the value of R-squared really indicate the 
independent variables explain Y, or it might have happened just by 
chance. This question is often phrased, "Is the regression as a whole 
significant?" F test is used to answer this question. The 3 sum of 
squares related are the total sum of squares (SST), regression sum of 
squares (SSR) and error sum of squares (SSE).Each of these sum of 
squares has an associated number of degrees of freedom. SST has n-l 
degrees of freedom (n' observations, less 1' degree of freedom because 
the sample mean is fixed). SSR has k degrees of freedom because there 
are k independent variables being used to explain Y. Finally, SSE has n-
k-1 degrees of freedom because there are n observations to estimate k+1 
constant, a, bj b2 b3 b„ The null hypothesis that Y does not depend 
on X takes the F distribution. 
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If the null hypothesis is false that would suggest the alternative 
hypothesis that y depends on at least one of the X's. This means: Ho: &i= 
bi= bi=b„= 0 and Hi at least one b, is not 0. The null hypothesis is false 
when the F ratio tends to be larger than what it is when the null 
hypothesis is true. So if F ratio is too high (as determined by the 
significance level of the test and appropriate value from the F table) the 
null hypothesis would be rejected and the conclusion would be that the 
regression as a whole is significant. 
1.8.2.8- Mean: 
For a data set the mean is the sum of observations divided by the 
number of observations it is denoted by x i.e. 
" T\ n 
Now if an observation jr( has corresponding frequency /,, then we have 
1 _—_ n 
Mean x = — V /, x,, where M - Y /( 
N I=I .=i 
1.8.2.9- Standard Deviation: 
Standard deviation is the positive square root of the mean of the 
squares of the deviations of the given values from their mean. It is 
denoted by a i. e. 
* - # ! / : < * . - * > ' 
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Where x is the mean of the distribution and # = £ / , . 
1=1 
1.8.2.10- Coefficient of Variation (C.V.): 
The Coefficient of variation is the evaluation of relative variation 
by expressing the standard deviation as percentage of arithmetic mean. 
This is the ratio of the standard deviation to the mean, usually 
expressed as a percentage by multiplying by 100. 
1.9- Expected Contribution of the Study: 
The study is an empirical work based on both the sources of 
information. The study would merely not be for the fulfilment of the 
requirement of the academic degree but also it is a part of my social 
commitment to bring out the facts and realities of the positive policy 
packages of liberalisation for the promotion of Small and Medium 
Enterprises (SMEs) and its influence on Indian economy as a whole. The 
present study also makes an attempt to suggest for further reforms for 
enhancement affluence of Small and Medium Enterprises (SMEs) in 
India 
1.10- Limitations of the Study: 
a) Data Limitations: All the sources/ from where the data of the 
present study has been extracted do not provide the complete 
coverage of SMEs in India and in Uttar Pradesh as well. To 
recapitulate, MSMEDO data and Directorate of industries only 
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cover units under its purview. Of those units under its purview, 
only about two-thirds are reportedly registered; information on the 
rest is just a rough estimate. Thus, sources are in-complete in their 
coverage. 
b) Sampling Errors: The study is mainly based on secondary sources of 
the primary surveys conducted by MSMEDO and CSO therefore 
errors of primary surveys bound to be occurred. 
c) Problem of Time Series: All the data used in the study is the time 
series data that suffers it usual properties like multi-collinearity, and 
auto correlation. Though the researcher has tried to purge these 
problems by re estimating the variables by dropping one in each 
case, the researcher is failed to test the Durbin-Watson. 
d) Impact of Time: the study on impact of policy measures on the 
growth and development of SMEs cannot be seen in a short span of 
time where the reforms are an ongoing process. 
e) Frequent Changes: The world is very fast and changes are 
happening frequently due to globalization and liberalization. The 
researcher may not be able to consider all the changes and therefore 
there will be a gap of time span for further studies in future. 
However, the researcher is of strong opinion, that the result of the 
study in no way would be affected. 
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f) Scarcity of Variables: the present study is having the objective to 
assess the impact So impact the researcher has taken some variables 
to check the impact. But the researcher encounter the problem of 
proper availability of data to check the impact of liberalization on 
the export and investment made in the SMEs of Uttar Pradesh. 
1.11- Concluding Remark; 
This chapter has dealt with the comprehensive review of 
literature, research gap, scope and importance of the study. After 
making the comprehensive review of literature, some indicators, such 
as, employment; production; entrepreneurship and export earnings etc. 
have been identified in which SMEs contribute a lot. These indicators 
are basically used as the parameters of growth for SMEs. The chapter 
also takes into consideration the hypothesis, and the statistical tools for 
analysis and interpretations. Limitations of the study have also been 
mentioned. The succeeding chapters would delve a^Jhe- conceptual 
review of liberalization and SMEs. H*, i'1 r~~\
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The previous chapter has dealt with the framework and design of 
the research study consisting of the statement of problem, literature 
review, objectives, scope, hypotheses, and methodology of the study. 
The present chapter deals with the pros and cons of liberalization in 
general and in the context of SMEs sector in particular. 
2.1- Introduction: 
Change is the law of nature some occurs naturally, some willfully 
and some forcefully. Society changes from conservatives to liberals, 
states changes from autocratic to democratic, economy changes from 
socialistic to capitalistic or vice-versa. Today's world is changing at a 
startling pace. Economic and political changes are occurring every-
where as countries are converting from command to demand 
economies. Dictatorships are moving towards democracy and 
monarchies are building new institutions. Several leading countries of 
the world like Russia, China, Taiwan, Mexico, Malaysia, Indonesia and 
a lot more have to shift their economy as a response to the global 
changes. The wind of LPG (Liberalization, Privatization and 
Globalization) is blowing very rapidly. These fast pace changes have 
created, such an environment that, countries of the world, are 
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struggling hard for the survival of their old pattern and practices. As a 
result to these, India is no exception, also had to leave, its 40 years old 
policies and system, and it had to take a U turn from its old pattern to 
new pattern of economy in 1991. 
This shift is an ever-largest event in the economic history of 
independent India and it has opened the door of a new arena of 
opportunities and threats before the Indian economy. Several studies, 
such as, (Krishnaswamy, 1991), (Joshi & Little, 1993), (Basu, 1993), 
(Singh, 1995), (Patnaik, 1997), (Bhaduri & Nayyar, 2000), etc. have been 
made so far on the topic liberalization, its relevancy, importance and 
criticisms till now. In this chapter, an attempt has been made to 
understand the major aspects of changes made by the Government in 
purview of liberalization. The basic aspects of liberalization have been 
discussed. And at last for a special reference to the present study, the 
liberalization measures taken by the Government for small and medium 
enterprises (SMEs) have also been discussed. 
2.2- Basics of Liberalization: 
2.2.1- What is Liberalization? 
In general, liberalization refers to a relaxation of previous 
Government restrictions, usually in the area of social and economic 
policy (Wikipedia, 2007). It is a process of transition from a planned 
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system of state ownership to a market economy (Bhalla, 2002). It refers 
to a set of measures and reforms aimed at creation of an open economy 
(Kazmi, 2004). The doctrine of economic liberalization advocates the 
greatest possible use of markets and of the forces of competition to co-
ordinate economic activity. It is a system of demand and supply driven 
economy. It allows the state only those activities which the market 
cannot perform - e.g. the provision of public goods - or those which are 
necessary to establish the framework within which the private 
enterprise economy and markets can operate efficiently, e.g., a legal 
framework for property and contract and the adoption of such policies 
as anti-monopoly legislation (FAO). Liberalization is not a single task 
but a combination of multiple tasks. The process of liberalization 
includes both the macro economic stabilization, such as, fiscal policy, 
monetary policy, trade policy, exchange rate management etc. and 
micro structural changes i.e. changes in industrial regulations 
infrastructure, financial sector, industrial sector, capital market and 
agriculture etc. (Bhalotra, 2002). 
Under economic liberalization a review of the various economic 
controls are made and counter production controls are disposed with. 
The industrial policy, trade policy, fiscal policy, monetary policy, 
agriculture policy are designed in a manner so as to serve the goals of 
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higher productivity and production. The liberalization policy advocates 
economies of large-scale production, modernization and competition 
for production in the economy. 
2.2.2- Origin of Liberalization: 
The root concept of liberalization is derived from the Liberalism 
theory of Political Science (Krishnaswamy, 1991). The concept has been 
developed from the ideology of classic liberalism (Wikipedia, 2007). 
The basic zest of the liberalism is that the individual is the best and 
most accurate judge of his or her own interest and can be relied upon to 
pursue those interest with great dedication and creativity, the might 
arm of the state with its web of regulations and bureaucratic agents 
often does more harm than good when trying to substitute coercive 
methods of organization for impersonal market process that spring out 
of self interested individual action (Greenwald, 1982). Therefore, liberal 
thinkers recommend a minimal role of the state in market or favour a 
free reign in the market. However, the classic liberals acknowledge the 
laissez faire system but not a full fledge, according to Lai (2006), 
"classical liberals strongly believe in liberty under the law and therefore 
a qualified, not an absolutist laissez faire". Hume and Smith are known 
as the father of the classical liberalism (Sally, 1998). But in the 
development of the concept of economic liberalism Adam Smith is the 
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main contributor (Wikipedia, 2007). So it is clear that liberalization 
means the less intervention from the side of the Government machinery 
and t'lC free flow functioning of the market forces. 
2.3- Liberalization of Indian Economy: 
Liberalization of Indian economy took place on two fronts i.e. 
domestic and external liberalization (Virmani, 2006). Experiments with 
domestic liberalization began in mid seventies (Ghosh, 2000). But the 
real beginning of liberalization might well be said to have taken place 
from 1975, when the modification of the licensing procedure and 
recognition of additional capacities were made (Rothermund, 1996). 
In 1985 when Mr. Rajiv Gandhi took over as the Prime Minister of 
India, he had further initiated a range of economic reforms measures, 
such as, declaration of new economic policy. In it the emphasis was 
made on improvement in productivity, absorption of modern 
technology, full utilization of capacity and a greater role of private 
sector (Joshi & Kapoor, 2003). The external liberalization took place in 
July, 1991, when Indian economy was opened for the world trade and a 
large amount of structural adjustments were made. It was due to the 
failure of the first phase of economic liberalization that could not render 
the desired results on most of the fronts. And at last, up to 1990s 
country was in an ever largest BOP crisis (Bhardwaj, 2000). The crisis of 
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1991 was ever largest BOP crisis in the history of independent India. It 
was as deep as the country was having a forex reserve up to a minimum 
level that was sufficient only for the one week imports of the country. 
The crisis became more gravious in the wake of joint consequences of 
the political instability and gulf war that brought about the third oil 
price hike. That resulted into dwindling down of foreign exchange due 
to heavy payments for oil imports (Srinivasan, 2001). India had lost its 
confidence because of default in its commitments (Ashok, 1998). In 
other words, it can be stated that Indian economy was almost on the 
verge of sinking and groaning for relief. As the forex reserve had 
touched to an abnormal low level of $ 2.2 billion, inflation had risen to 
14 percent and fiscal deficit had reached to 8.4 percent of GDP, 
combined with current account deficit at $ 9.9 billion (Mishra & Puri, 
2005). 
Dr. Manmohan Singh, a renowned economist, the then Finance 
Minister and presently the Prime Minister of India, popularly known as 
the father of the Indian reforms himself highlighted the reason which 
led to the crisis while presenting his first budget in 1991 "....the origin 
of the problems are directly traceable to large and persistent macro 
economic imbalances and the low productivity of investment there 
has been an unsustainable increase in expenditure. Budgetary subsidies, 
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with questionable social and economic impact, have been allowed to 
grow to an alarming extent. The Tax system...lacks transparency. The 
excessive and indiscriminate protection provided to industry has 
weakened to develop a vibrant export sector. The increasing difference 
between the income and expenditure of the Government has led to 
widening of the income and expenditure of the economy as a whole. 
This is reflected in growing current account deficits and in the balance 
of payment the crisis in the economy is both acute and deep" 
(Bhardwa), 2000). 
In order to overcome the crisis and to save the Indian economy 
from drowning, Government of India had approached the World Bank 
and IMF to take the loan to the extent of $ 5 billion (Basu, 1993). The 
then Finance Minister, made the commitment with Michael Stress, the 
IMF Managing Director, to make certain Macroeconomic adjustments 
and to initiate certain policy measures for integrating the economy with 
world economy (Joshi & Kapoor, 2003). The Finance Minister 
Submitted a policy statement to IMF, that contained a large number of 
liberalization measures made by India at that time and latter on, some 
of these measures have been discussed one by one in the subsequent 
part of the chapter. 
The primary thrust of these measures announced by the 
Government in 1991 was to diffuse the crisis and the secondary to 
resolve the following problems (Asif, 1999). 
• To boost up growth for accelerated economic development. 
• To help reduce external debts and service charges. 
• To enhance efficiency of the economy by encouraging 
investment in technology and infrastructure. 
• To minimize risks to investors by regulating capital market 
and money markets. 
• To create business friendly environment by abolishing 
redundant restrictions. 
• To do away with the state monopoly by disinvesting public 
enterprises. 
• To allow access to investors to national and international 
capital and money market. 
• To guarantee protection or right to investments, trade and 
intellectual property. 
• To promote foreign trade. 
• To integrate the national economy with the world 
economy. 
• To follow schedule of payment and repayment of external 
debts. 
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2.3.1- Instant Measures: 
The Instant policy response was really an effort to respond to the 
immediate crisis, the first concentration had been on diffusing the crisis. 
On July 1 and July 3,1991 the rupee was devalued twice, resulting in an 
aggregate devaluation of 18 percent (Basu & Kaushik, 1993). Soon after 
that, 46.9 tons of gold, air lifted to the Bank of England as pledged gold 
(in fact it was after revealed that 20 tons of gold had already been 
airlifted in May, 1991 to the Union Bank of Switzerland) 
(Venkitaraman, 1991). On July 24, 1991 a New Industrial Policy was 
announced. The Union Budget which was presented on the same day 
lowered tariff rates marginally and more importantly, announced that 
more; such lowering would occur in the future and slashed the fiscal 
deficit which had grown inordinately (Basu & Kaushik, 1993). In 1991 
the New Industrial policy for Small Enterprises (NSEP) was also 
announced to make the Small Scale Sector more competitive. 
2.3.2- Sectoral Stocktaking of Major Structural Changes (Reforms) 
Made By the Government of India in 1991 and thereafter: 
As a result of the commitment made by the Government of India 
to the IMF, structural changes were made by the Government in all the 
sector of the economy some of them are Industrial, trade, financial, 
capital market and fiscal sector. 
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2.3.2.2- Liberalization Measures for Industrial Sector: 
In order to correct the Balance of Payment (BOP) it was necessary for 
the Government to boost up its exports. And for exports, production 
and productivity were necessary. So Government introduced a series of 
reforms to facilitate the industrial production and productivity and to 
make the sector more competitive. The New Industrial Policy (NIP) of 
24th July, 1991 sought substantially to deregulate industry so as to 
promote the growth of a more efficient and competitive industrial 
economy (Prasad, 2005). The new industrial policy (NIP) which was 
tabled in parliament on July 24, 1991 by the Congress Government led 
by Mr. P. V. Narasimha Rao. The main aim of the industrial policy was 
(Dutt & Sundram, 2006). 
(a) To unshackle the Indian industrial economy from the cobwebs of 
unnecessary bureaucratic control. 
(b) To introduce liberalization with a view to integrate the Indian 
economy with the world economy. 
(c) To remove restriction on foreign direct investment as also to free 
the domestic entrepreneur from the restrictions of MRTP Act, and 
(d)The policy aimed to shed the load of the public enterprises which 
have shown a very low rate of return or where incurring losses 
over the year. 
In pursuit of these objectives, mentioned above the Government 
initiated a series of measures in respect of the policies relating to the 
following areas. 
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(a) Industrial Licensing (b) Public Sector Policy (c) MRTP (d) foreign 
investment and technology. These issues have been discussed one by 
one in the subsequent pages. 
2.3.2.1.1- Industrial Licensing: 
Industrial licensing was abolished except for a few industries (18 
industries) that needed regulations due to several reasons like security 
and strategic considerations, social reasons, environmental protection 
and curbing elitist consumption (Ministry of SSI, 2000). With the 
passage of time most of these industries have also been de-licensed. As 
of now, licensing is compulsory for only 6 industries. These are alcohol, 
cigarettes, hazardous chemicals, electronic aerospace and defense 
equipments, surges and pharmaceuticals (excepting bulk drug industry 
which has been de-licensed) and industrial explosives. (Ministry of SSI, 
1998). The licensing provisions were not applicable to Small Scale Units, 
manufacturing any of the above items, reserved for exclusive 
production in Small- Scale Sector (Sandesara, 1991). 
2.3.2.1.2- Public Sector Policy: 
The industrial policy resolution had given the public sector a 
strategic role in the economy and reserved 17 industries for the public 
sector. The 1991 industrial policy reduced this number to eight, these 
eight areas were predominately important because of the strategic and 
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security concerns (Ghosh, 2000). These eight industries include (1) 
Arms and Ammunitions (2) Atomic Energy (3) Coal and lignite (4) 
mineral oils (5) mining of iron ore, magnese ore, chrome ore, gypsum, 
sulpher, gold and diamond (6) mining of copper, lead zinc, tin, 
molybdenum and wolfram (7) minerals specified in the schedule to the 
atomic energy (control of production and use order) 1953, and (8) rail 
transport. In 1993 items 5 and 6 were deleted from the reserved list, in 
1998-99, items 3 and 4 were also taken out from the reserved list, on 
may 9th 2001, the Government opened up arms and ammunition sector 
also to the private sector, it now leaves only 3 industries reserved 
exclusively for the public sector i.e. atomic energy, minerals specified in 
the schedule to the atomic energy (control of production and use order) 
1953, and rail transport (Mishra & Puri, 2005). 
Along with this Government had set the priority areas for the 
growth of public enterprises. In future the priority areas would be (a) 
essential infrastructure goods and services (b) Exploitation and 
exploration of oil and mineral resources (c) Technology development 
and building of manufacturing capabilities in areas where private sector 
investment is inadequate and which are crucial in the long term 
development of the economy, (d) Manufacturing of products which are 
strategically important, such as, defense equipment etc. (Dutt & 
Economic Liberalization in India 
Sundram, 2006). It had been set that Government will strengthen those 
public enterprises which fall in the reserved areas of operation or are 
generating goods or reasonable profits. Such enterprises will be 
provided a much greater degree of management autonomy through the 
system of Memorandum of Understanding (MOU), competition will be 
induced in these areas by inviting private sector participatjorcfGhosh, 
2000,. / £ p - j ( y f e 
! ( *':c. N:i ' 
2.3.2.1.3- Monopolies and Restrictive Trade Practices JMRTP) Act:'"" / 
The principal objectives sought to be achieved^rougrrtv^TP^A^l 
were as (1) prevention of concentration of economic power to the 
common detriment (2) control of monopolies (3) a prohibition of 
monopolistic and restrictive trade practices (Ghosh, 2000). The MRTP 
Act was accordingly amended. The amended Act gave more emphasis 
to the prevention and control of monopolistic restrictive and unfair 
trade practices so that consumers are adequately protected from such 
practices (Mishra & Puri, 2005). 
2.3.2.3.4- Foreign Investment and Technology: 
In order to invite foreign investment in priority industries, 
requiring large investments and advanced technology, it was decided to 
provide approval for direct foreign investment up to 51 percent foreign 
equity in such industries. For the promotion of exports of Indian 
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products in world markets, the Government would encourage foreign 
trading companies to assists Indian exporters in export activities (Dutt 
& Sundaram, 2006). 
Technology provides an excellent route to increase productivity 
and improve new materials and goods to create enhanced added value. 
Countries and corporations are increasingly realizing the importance of 
technology in keeping ahead in the race of competition in the past 
industrial society. The main thrust has been on creation of technology 
and innovative products and services. The main focus has been super 
fast computers, bio-technology and other joint Government industry 
units (Josy & Kapoor, 2003). 
2.3.2.2- Financial Liberalization: 
Financial sector liberalization means, liberalization measure taken 
in financial sector. Financial liberalization measures involve the 
reduction in directed credit, freeing of interest rates ceiling and other 
measures which raise the cost of borrowings including for the 
Government {Kumar, 2003). Financial sector liberalization measures 
include greater independence for financial institutions, as CRR and SLR 
have both been reduced to 14 percent and 25 percent respectively 
(Wadwa & Davar, 1998). The objective of financial liberalization is to 
enhance efficiency through a greater reliance on market forces as well as 
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to improve the effectiveness of the monetary policy (Singh, 1995). An 
important outcome of financial liberalization is that it contributes to 
greater flexibility in the factor and product market, with the real sector 
becoming increasingly market driven and engulfed by a competitive 
environment there is need for a matching and dynamic response from 
the financial sector (Government of India, 2007). This could be positive 
only when productivity and efficiency of the financial system will 
improve. Keeping this in view, a number of committees were appointed 
by the Government, among them on financial system in 1991 and on 
banking sector reforms in 1998. The report of the Narsimham 
Committee on financial system (submitted in December 1991) has been 
basis for the financial sector reforms in recent years in the country 
(Mishra & Puri, 2005). 
Considering the recommendations of Narsimham Committee, 
Government had announced in January 1993, a package of financial 
sector reforms that included permission to private sector banks 
including foreign joint ventures. The Government had also established a 
policy regime for functioning of private non-banking financial 
companies (NBFCs) and agencies for rating their credit worthiness 
(Kapila, 2005). 
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2.3,2,3- Capital Market Reforms: 
Realizing the need for better investor protection and to overcome 
the inadequacies in the existing regulations, the Central Government 
had initiated several measures which proved a mile stone to create a 
healthy investment environment for investors to invest in the capital 
market of the country. These measures were based on the 
recommendations made by several committees. Among the major steps 
taken by the Government were the replacements of the capital issues 
control Act and set up of SEBI as a watchdog for regulating the 
functioning of the capital market. SEBI has focused on the regulatory 
reforms of the capital market as well as on the market modernization. 
Introduction of online trading and dematerialized trading, besides 
allowing companies to buy back their own shares subject to the 
regulations laid down by SEBI (Kapila, 2005). Permission was granted 
to the foreign institutional investors to operate in the capital market by 
registering themselves with SEBI. To encourage non resident 
investment transactions in shares and debentures can now be 
undertaken with prior permission of reserve bank of India (RBI). Indian 
companies are now permitted to operate in international capital market 
with use of American Depository Receipts (ADRs) and Global 
Depository Receipts (GDRs). SEBI was entrusted with the power of 
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issuing regulations and file suits without prior permission of the 
Government Over the Counter Exchange of India (OTCEI) and National 
Stock Exchange of India (NSE) that started functioning with stock 
trading and electronic display, clearance and settlement facilities (RBI, 
Bulletin, 1996). 
2.3.2.4- Fiscal Reforms: 
India's fiscal policy is a key part of its overall economic history 
and central to its growth prospects. It was a major contributor to the 
1991 BOP crisis (Ahu)a, 2006). The need for comprehensive fiscal 
reforms in India was apparent during the late 1980,s as there was rapid 
deterioration in Government finances. During that period, the 
expenditure of the Central Government rose much faster than its 
revenue leading to a steep rise in the centre's fiscal deficit to GDP ratio 
(Kapila, 2005). 
While a move towards fiscal adjustment was visible in the 
pronouncements made as a part of long-term fiscal policy announced in 
the mid 1980,s a comprehensive fiscal reform programme at the Central 
Government level was initiated only at the beginning of the 1990,s as 
part of the economic adjustment programme initiated in 1991-92. On the 
other hand in the case of status, efforts towards fiscal adjustment began 
only in the late 1990s. 
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The main concentration of fiscal reform of 1991 and there-on is on 
reducing fiscal deficit reforming tax system, controlling information 
and restructuring the growth in money supply (Singh, 1995). 
Fiscal reforms of 1991 and latter on could be implemented on two 
fronts, i.e. central level and state level. Fiscal reforms at central level 
covers tax reforms, expenditures pruning restructuring of PSUs and 
better co-ordination between monetary and fiscal policies and measures 
initiated by the state may be broadly grouped under revenue 
mobilization, expenditure containment, public sector restructuring and 
institutional efforts (Kapila, 2005). 
Major steps were taken towards by the Indian fiscal reformers (Ahuja, 
2006). 
• lowered taxes( individual, corporate and custom excise) 
• Broadened the tax base 
• Removed exemptions and concessions to reduce distortion 
• Simplified laws and procedures to close loopholes and increase 
compliance, including using technologies to better track tax 
payment. 
2.3.3- Smalt and Medium Enterprises (SMEs) and Liberalization: 
Small Scale Industry sector has been a thrust area of the 
Government since independence. The policy makers had identified the 
importance of the sector right from the beginning. This is because small 
industry got its official recognition as soon as India attained freedom. It 
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was assigned a crucial role in India's economic development strategy by 
the Industrial Policy Resolutions (IPRs) of 1948 and 1956 
(Balasubramanya, 1999). In the pre-liberalization era, i.e. from 1947-48 
to 1990-1991 when Indian economy was subjected to controls and 
regulations, the industrial policy of the Government was protective in 
nature and the emphasis used to be given on protected growth by 
offering protective benefits. The major components of protectionism 
were quantitative restrictions, reservation of items and subsidies etc. 
After the liberalization; the post liberalization period (onwards from 
1991 to till date) witnessed the promotional measures (Hussain, 1998). 
Liberalization has transformed the economy from protective to open, 
from socialistic to incline towards capitalistic. The earlier policies and 
approaches of the Government are no more to be sustainable. The 
support system for the small enterprises has been redeemed and 
restructured in the post liberalization period and the Government has 
initiated a large number of measures to keep pace with extensive 
financial, trade and investment and tax policy reforms. 
The liberalization measures for the SMEs sector include the 
plenty of announcements and policy initiatives. But the major and most 
effective measures include, announcement of new small industrial 
policy, removal of quantitative restrictions, reductions, exemptions and 
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concessions in certain excise duties and taxes, enactment of separate Act 
named MSMED 2005. These measures have been announced by the 
Government not on a single time but year to year basis. In this section 
the major liberalization measures announced by the Government after 
1991, are being discussed. The measures announced year-wise have 
been classified namely, as Introduction of New Small Enterprise Policy; 
Major Committees after 1991; Establishment of new legal framework; 
De-reservation of items; Liberalization of Financial Assistance; Excise 
Duty, Tariffs and Tax Exemptions and Concessions, Investment in plant 
and Machinery, Strengthening the Financial Assistance, Infrastructural 
Development etc. In the subsequent part these are discussed one by one. 
2.3.3.1- Introduction of New Small Enterprise Policy (NSEP): 
As a response to economic liberalization a separate set of policy 
measures were announced for the promotion and strengthening of 
Small Scale Industry. The document on the new Small Enterprise Policy 
(NSEP) titled as 'Policy Measures for Promoting and strengthening 
Small, Tiny and Village Enterprises' was tabled in parliament on 
August 6, 1991 (Ministry of SSI, 1992). Prior to these there were five 
industrial resolutions namely, The Industrial Policy resolution, 1948; 
Industrial Policy Resolution, 1956; The Industrial Policy Statement, 
1977; The Industrial Policy Statement, 1980 and the Industrial Policy of 
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1980 which were dealing with the Small Scale sector in India (SIDBI, 
2000). 
The major highlights of the National Small Enterprise Policy 
(NSEP) include: 
• The NSEP was introduced with an objective to impart more 
vitality and growth impetus among small Industry 
• The definition of tiny units was changed and the location 
restrictions had been reduced to minimum. 
• The NSEP had introduced a separate package for the promotion 
of Small and Tiny Enterprises and it had been announced that 
these enterprises would be eligible for various types of 
continuing basis. 
• The NSEP had provided for equity participation by other 
industrial in the small industrial sector not exceeding 24 percent 
of the total shareholding. 
• NSEP had introduced a new legal form of organization of 
business, namely restricted or limited partnership. 
Apart from the above measure, there were other significant 
measures, announced in NSEP. Some of them include the widening and 
deepening the complementarily in production programmes of 
large/medium and small industrial sectors, redefining of women 
enterprises, widening the scope of the national equity fund scheme, 
enlarged coverage of the single window loan scheme, fostering the 
complementary relationship between the small and large units, up-
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grading the technology employed and improving the quality of 
products, produced/services rendered by small units, widening the 
scope and improving quality of enterprises training, giving greater role 
of non Governmental agencies such as industry trade associations in 
administering some type of assistance, simplifying rules and 
procedures etc.(Sandesra, 1991). 
2,3,3,2- Major Committees in the Post Liberalization Era: 
After the announcement of New Small Enterprises Policy (NSEP) 
and a series of reforms measures taken by the Government in 1991, it 
was needed that there must be certain identified areas where the further 
liberalization measures could be executed. For this purpose 
Government had constituted various expert committees on different 
intervals per instance, Nayak Committee in 1991, Vijayaraghvan 
Committee in 1995, Abid Hussain Committee in 1995, S. L. Kapoor 
Committee in 1997, S. P. Gupta Committee in 1999, etc. Here, major 
recommendations suggested by these committees and adopted by the 
Government up to the study period would be discussed in brief. 
2.3.3.2.1- Nayak Committee: 
Easy access of credit facilities has been the dire need of the SMEs 
sector. To know the major constraints and overcome these constraints, 
the Reserve Bank of India in December, 1991 had appointed a 
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committee under the chairmanship of Shri. P. R. Nayak, deputy 
governor, Reserve Bank of India (RBI). The recommendations of Nayak 
committee were incorporated in Seven Point Action Plan. These Action 
Plans were announced by the Finance Minister in the Budget Speech of 
1995-96, for improving the flow of credit to small scale sector. The 
recommendations incorporated included the following: 
• Setting up of specialized SSI bank branches 
• Delegation of adequate power to the branch and regional levels 
• Conducting sample surveys of their performing SSI accounts to 
find out whether they were getting adequate credit. These 
surveys will be done by the banks. 
• Sanctioning of composite loans, covering both term loans and 
working capital, to SSI entrepreneurs as far as possible. 
• Sensitization of bank managers towards the working of the SSI 
sector. And 
• Simplification of procedural formalities by banks for SSI 
entrepreneurs. 
Action has been taken by banks on the above action plan. 
2,3.3.2.2- Vijayaraghvan Committee: 
Against the background of economic liberalization, an eight member 
committee, with the chairmanship of Mr. T. S. Vijayaraghvan, then 
additional secretary, Ministry of Commerce was setup in 28th August 
1995 for the de-reservation of the reserve items under the SSIs sector. 
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The committee recommended the deletion of 91 items from the 
reservation list of SSIs on the following grounds. 
• That it is not technically feasible to manufacture quality products 
within the specified investment. 
• As a result of product innovation, the scope of producing new 
items has emerged and for this higher investment is required. 
• For providing the safety, hygiene and production of goods and to 
meet the changed demand of consumers for quality goods, de-
reservation is necessary. 
• For improving the export potential and promoting exports de-
reservation should be done. 
• For curbing out the monopoly situation by large scale units under 
the cover of COB license. And better utilization of available 
measures. 
The recommendations of the committees were fully acknowledged 
and implemented up to a great extent. 
2.3.3.2.3- Abid Hussain Committee: 
An expert committee on Small Enterprises popularly known as the 
Abid Hussain Committee was set up on 29 December 1995. The report 
was presented to the Government of India on January 27, 1997. The 
recommendations of committee had got the remarkable acceptance in 
implementations from the Government side. The key recommendations 
of the committee include: 
Economic Liberalization in India 
• Raising the qualifying ceiling on investment in plant and 
machinery for a small unit from Rs. 60 lakhs to Rs. 3 Crore (prior 
to this it was allowed only to garment exporters i.e. 3 Crore) 
• The concept of the Small Sector should be widened. It should 
include the small businesses and service enterprises, not merely 
industries. 
• The policy of protection should not be continued and it should be 
replaced with the policy of promotion. 
• Credit rating for Small businesses should be introduced. 
• A Separate law should be enacted for small enterprises, so that 
the present prevailed inspector raj could be put an end. 
• Excise incentives for units should be provided to graduate from 
tiny to small units. 
• Cluster based development Strategies should be focused. 
• Product reservation should be abolished. 
233.23- S. L. Kapoor Committee: 
In December, 1997; the RBI appointed a one-man committee under 
the chairmanship of Shri. S. L. Kapoor, the then Member, Board for 
Industrial & Financial Reconstruction (BIFR) to study the working of 
the credit delivery system to the SSI sector and suggest measures for 
improving the delivery system and also simplifying the procedural 
formalities for credit to the SSI sector. The Committee submitted its 
report to RBI on 30 June, 1998 containing 126 recommendations. The 
major recommendations were as follows: 
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• De-linking of SIDBI from IDBI, and to enhance the SIDBI's role 
and status to match with that of NABAKD. 
• Allowing access to low cost funds to SIDBI for refinancing SSI 
loans. 
• Opening of more specialized branches for SSIs. 
• Enhancement in the limits of Composite Loan from Rs. 2 lakhs to 
Rs. 5 lakhs. 
• Raising the exemption limit for collateral security from Rs. 25,000 
to Rs. 5 lakhs 
• Special treatment to smaller among small industries. 
• Simplification of procedural formalities. 
• Opening of more specialized SSI bank branches. 
• Setting up of Collateral Reserve Fund to provide support to first 
party guarantees. 
• Introduction of Credit Guarantee Scheme. 
Out of 126 recommendations made by the committee, 103 have been 
examined by RBI and decision has been taken thereon. Banks/ Financial 
Institutions and other agencies have already implemented 86 
recommendations (Ministry of SSI, 1999). 
2.3.3.2.5- S. P. Gupta Committee: 
The SP Gupta Study Group on development of Small enterprises 
submitted its interim report in July 2000. Some of the suggestions 
relating to fiscal and financial measures were as follows -
• Setting up of targets for tiny and SSI units for credit from banks 
and FIs under priority sector lending. 
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• Need for reduction of cost of credit for SSI sector. 
• Setting up of more specialized bank branches for SSI sector. 
• Standardization of procedure and simplification of norms by 
banks. 
• More effective monitoring of credit flow to SSI sector by the 
Monitoring Committee of Reserve Bank of India. 
• To make available credit to SSI sector at a reasonable cost, viz, 
PLR plus three per cent. 
• Raising the limit of composite loans from Rs.10 lakh to Rs.25 lakh 
to encourage tiny units to get term loan and working capital from 
samebank/FI. 
• Not to cover all future fixed assets of assisted units for securing 
its advances. 
• Measures for time-bound disposal of loan applications and easy 
documentation. 
Based on the recommendations made by the Nayak Committee, the 
Kapoor Committee and Dr. S.P. Gupta Study Group a comprehensive 
policy package was announced in August 2000. It included the 
following: 
• Launch of Credit Guarantee Scheme to cover loans up to Rs. 25 
lakhs. 
• Launch of Credit Linked Capital Subsidy Scheme to provide 
subsidy against loans taken for technological up-gradation. 
• Further enhancement of ceiling of composite loan limit to Rs.25 
lakhs. 
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• Enhancement of project cost limit under National Equity Fund to 
Rs.50 lakhs. 
2.3.3.3- Establishment of New Legal Framework: 
One of the major initiatives made by the Government to provide 
the legal backing and a single law to the SMEs sector are enactment of 
MSMED Act, 2005. This initiative has been taken after a long way of 
approximately 15 years from the announcement of liberalization policy. 
The law has been formed after the recommendations of several 
committees and having taken into consideration of dire need of the 
sector. This is helpful in facilitating the promotion and development; 
and enhancing the competitiveness of the sector. 
Apart from this, the Government has made certain adjustment 
and announcements to facilitate the sector these include the 
Amendment to the Khadi and Village Industries Commission Act, 1956 
in 2005 and introducing several new features to facilitate 
professionalism in the operations of the Commission as well as field-
level formal and structured consultations with all segments of 
stakeholders (Economic Survey, 2006). In 1993, the provisions of FERA 
for foreign owned corporations were eased and in 1994. The Indian 
Copyright Act was amended to protect Computer Software. 
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2.3.3.4- De-reservation of Items: 
The two major steps which are assumed to be taken under the 
influence of liberalization, globalization and WTO are removal of 
quantitative restrictions and de-reservations of the items exclusively 
produced under the domain of SMEs. These measures have been taken 
year to year basis not on a single time. For the first time items de-
reservation started in 1993 in the post liberalization period when 
Government announced the de-reservation of those industries located 
in back ward areas to large industrial undertakings (SIDBI, 2000). In 
1997, after the recommendation of Abid Hussain Committee, fifteen 
items were de-reserved out of 836 items reserved for exclusive 
manufactured in the SSI sector and export obligations on non-SSI units 
manufacturing, reserved items were reduced by 50 percent (Ministry of 
SSI, 1998). Though, the committee recommended the total de-
reservation of the SMEs sector and opened it to the competition. As a 
consequence to it the De-reservation of Readymade Garments sector in 
2000 and 14 items of leather goods, shoes and toys industry took place 
on June 29, 2001 (Economic Survey, 2001). 51 items in May 2002 and 75 
items reserved for exclusive manufacture in the SSI Sector consisting of 
chemicals and their products, leather and leather products, laboratory 
re-agents etc. were de-reserved in June, 2003 (Economic Survey, 2003). 
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85 items in October 2004 and 193 items reserved for exclusive 
manufacture in the SSI sector were de-reserved in 2004-05. After due 
consultation with the stakeholders, 180 items reserved for exclusive 
manufacture in micro and small enterprises have also been de-reserved. 
On, May 16, 2006 and 87 such items have been de-reserved on January 
22, 2007, followed by 125 items were de-reserved in 13, March, 2007 
(Economic Survey, 2008). The latest de-reservation comes in 5 February, 
2008 that brings the total number of reserved items at 35 items only 
(Economic Survey, 2008). 
2.3.3.5- Liberalization of Financial Assistance: 
The major observations of the different committees constituted 
for the SMEs growth and development have found out that the SMEs 
are lagging behind in availing the financial benefits due to lack of 
interest from the private sector and procedural delay from the public 
sector banks and financial institutions. As a consequence to it, they are 
in a severe scarcity of funds to meet their requirement of technological 
advancement. For this Government had set up A National Renewal 
Fund to protect workers, affected by technological up-gradation and 
modernization in 1992 (SIDBI, 2000). A technology development fund 
scheme to promote modernization and up gradation of technology and 
capital goods import (in operation since 1976) was modified in 1994 by 
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raising the ceiling to Rs. 50 Million per unit. A Technology 
Development and Modernization Fund, with an initial corpus of Rs. 2 
billion was set up in SIDBI. A single window scheme of SIDBI for 
projects up to Rs 5 Million was implemented in the same year (SIDBI, 
1995). 
2.3.3.6- Excise Duty, Tariffs and Taxes Exemptions and Concessions: 
Liberalization has integrated the economy of the country with the 
world economy. Due to this the Indian firms should likely to produce 
their product at a competitive price and the Government helps play a 
vital role in this regard. Government might be helpful by relieving the 
burden of taxes and a list of duties. Government has announced it year 
after year and due to that the excise duty and sales taxes have recorded 
a good amount of reduction froml991 to till date. Here, following is the 
list of announcements of reduction in rate of the taxes, excise duties and 
tariffs. 
In 1994, the tariffs were reduced from 107 percent to 20 percent 
on application software and to 65 percent for system software. While in 
1995, it was reduced to 10 percent on all software items. And in 1997 it 
was fully abolished (SIDBI, 2000). 
As far as the excise duty and customs duty is concerned, the eligibility 
limit for availing of the SSI excise duty exemption scheme was raised 
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from Rs. 20 Million to Rs. 30 Million in 1995 (SIDBI, 2000). Customs 
duty on computers and computers peripherals was reduced to 20 
percent in 1997. SSIs were allowed to pay excise duty on monthly basis 
as against payment of duty at the time of removal of goods from the 
factory in 1999. Excise exemption was allowed on third party branded 
goods manufactured by SSI units in rural areas (Economic Survey, 
1999). 
All industrial units in the North Eastern region were exempted 
from excise duty for 10 years starting from August 17,1999 or from the 
respective date of commencement of production. Excise duty 
exemptions were withdrawn on tobacco and its products as well as pan 
masala starting from December 31, 1999 in North Eastern region 
(Annual Report SSI, 2000). In 2000, the Government raised the 
exemption for excise duty limit from Rs. 50 lakh to Rs. 1 Crore to 
improve the competitiveness of small scale sector (Economic Survey, 
2001). In the Union Budget 2002-03, income tax exemption was granted 
to the income of the Credit Guarantee Fund Trust for Small Industries 
for 5 years. The general SSI Excise exemption Scheme had been 
extended to air guns, air riffles and air pistols (not covered under the 
Arms Act, 1959); articles of apparel, knitted or crocheted; marbles and 
Bengal lights (Economic Survey, 2003). 
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2.3.3.7- Investment in Plant and Machinery: 
After the recommendations of the expert committee on Small 
Industry, (popularly known as the Abid Hussain Committee that had 
submitted its report in 1997) the Government of India made the serious 
endeavor to implement it. Therefore/ the first investment limit 
enhancement in plant and machinery was made up to Rs 2.5 million for 
tiny units and 30 Million for Small units in December 1997 (Annual 
Report SSL 1997). Further the definition of SSI was revised on 
December 24, 1999 by reducing the investment ceiling in plant and 
machinery from Rs. 30 million to Rs. 10 million. Ancillary industrial 
undertakings were defined as those with investment in plant and 
machinery whether hold on ownership terms or on lease or on hire 
purchase at the level of Rs. 10 million. In 2000, the limit of investment in 
Industry related service and business enterprise from the present level 
of Rs. 5.00 lakh to Rs. 10 lakh had been raised. The Enhancement of 
investment ceiling for Small Scale Service and Business (Industry 
related) Enterprises was also made from Rs. 5 lakh to Rs. 10 lakh 
(Economic Survey/ 2001). Selective enhancement of investment in plant 
and machinery from Rs. 1 Crore to 5 Crore carried out in respect of 13 
items in stationary sector and 10 items of drugs and pharmaceutical 
sector from June 5, 2003 (Economic Survey, 2004). 
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In 2006, with the enactment of the MSMED Act, 2006, the SMEs 
have got the official identification with the investment ceiling in two 
categories. 
23.3.8- Strengthening the Financial Assistance: 
For the purpose of restructuring and strengthening the financial 
assistance provided by the Government and other agencies, a list of 
measures has been taken, some of are included: 
• Financial Assistance for the quality certification scheme was 
launched in 1994 to enable small industries to acquire ISO-9000 
or similar international quality standards. The scheme was 
further continued in 2000, till the end of the X Plan. 
• In 1995, eighty five districts with 2000 SSI units each were 
identified for setting up bank branches to serve credit needs of 
SSIs. 
• In 1998 The NSIC was advised to earmark 40 percent of the 
amount of assistance to tiny units in respect of supply of 
machinery on a hire-purchase basis. Sixty percent of the credit 
flow to the SSI sector was earmarked to tiny sector from 1997. 
The loan limit under the composite loan scheme of SIDBI was 
enhanced to Re, 0.2 million from September 1997. The ceiling of 
the equity type assistance under National Equity Fund scheme of 
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SIDBI was enhanced to 25 percent of the project cost limited to a 
ceiling of Re. 0.25 million. The subsidy under the rural 
employment generation program and KVIC was provided at the 
rate of 25 per cent on projects up to Re. 1 million and additional 
one percent up to Rs. 2.5 million starting from April 1995. NSIC 
was to earmark 40 percent of assistance to tiny units. 
• In 1999, SIDBI's composite loan scheme's Upper ceiling was 
increased to Re. 0.5 million. For computation of the working 
capital limit on a simplified basis, the annual turnover limit of 
SSI units was raised to Rs. 50 million from an earlier limit of Rs. 
40 million. New credit insurance schemes were envisaged to 
increase the flow of credit to SSI units. 
• In 2000, the Government provided the Credit Linked capital 
subsidy of 12 per cent against loans for technology up gradation 
in specified industries. To promote the Research and 
Development among the SSI associations a scheme was launched 
with the facility of a single time 50 percent reimbursement of one 
time capital to develop and operate testing laboratories. The limit 
for composite loans from Rs. 10 lakh to Rs. 25 lakh was raised. 
For Improving Credit to SSIs - certain steps were taken to 
improve credit flow to SSIs, such as, composite Loan Scheme 
Economic Liberalization in India 
Limit enhanced to Rs. 25 lakh. For loans up to Rs. 5 lakh, the 
collateral security requirement had been dispensed with. 
• In 2003, The Union Budget 2003-04 announced that banks would 
provide credit to SSI sector within an interest rate band of 2 
percent above and below of their Prime Lending Rates (PLRs). 
The composite loan limit for SSI units was enhanced from Rs. 25 
lakhs to Rs 50 lakhs. In the Mid-term Review of Monetary and 
Credit Policy 2003-04, the RBI announced that banks might 
enhance the limit of dispension of collateral requirement for 
loans from the existing Rs. 15 lakh to Rs. 25 lakh on the basis of 
good track record and financial position of the units. 417 SSI 
specialized bank branches made operation throughout the 
country. Laghu Udyami Credit Card Scheme liberalized with 
enhanced credit limit of Rs. 10 lakh (up from Rs. 2 lakh) for 
borrowers with satisfactory track records. 
• The Small and Medium Enterprises (SME) Fund of Rs. 10,000 
Crore was made operative by the SIDBI since April 2004. Eighty 
per cent of the lending from this fund would be for SSI units, at 
interest rate of 2 per cent below the prevailing PLR of the SIDBI. 
The Reserve Bank of India enhanced the composite loan limit for 
the SSI sector to Rs. 1 Crore from Rs. 50 lakh, with a view to 
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integrate small and medium enterprises, facilitating their growth 
and enhancing their competitiveness (including measure for 
freeing the sector from "Inspector Raj") 
• A 'Policy Package for Stepping up Credit to Small and Medium 
Enterprises' announced on 10th August,2005 under the 'Credit 
Linked Capital Subsidy Scheme' (CLCSS) for technology up-
gradation, amendments made with effect from September 29, 
2005, which, inter alia, raise ceiling on loans from Rs.40 lakh to 
Rs.l Crore and the rate of subsidy from 12 per cent to 15 per cent 
RBI formulated the scheme of 'Small Enterprises Financial 
Centers' (SEFC) to encourage banks to establish mechanisms for 
better coordination between their branches and branches of 
Small Industries Development Bank of India (SIDBI) in the 
identified clusters for more efficient credit delivery. 
2.3.3.9- Infrastructural Development: 
In 1992 Government approved the development of software 
Technology Parks in the private sector that created a boom situation for 
the small software SSI units. The scheme was notified in 1994 to boost 
software export. Further in 1995 it was amended for exporting units. To 
nurture the entrepreneurial talent, Entrepreneurship Development 
Institutes were set up in some of the States in 1996. To Increase the 
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coverage of ongoing Integrated Infrastructure Development (IID) 
scheme to progressively cover all areas in the country with 50 per cent 
reservation for rural areas and 50 per cent of plots were earmarked for 
tiny sector in 2000. A Biotechnology cell had been created in the 
Ministry of SSI under the chairmanship of Development Commissioner 
{Small Scale Industries) to facilitate the development and promotion of 
biotechnology-based industries in the small scale sector in 2000. 
2.4- Liberalization Measures taken in Uttar Pradesh: 
The liberalization policies were initiated in India with an advent 
of 1990s and before. But the desired motives could not be achieved yet 
The motives of the liberalization policies will only be fulfilled only 
when the state governments will work with the central government 
accordingly. The pace of liberalization is very much slow at the state 
level. Even today it can not be said clearly that all states having the 
same status in the implementation of policies, under liberalization. 
Though, the reforms at the state level gained momentum during second 
half of the 1990,s which continued in the early years of the current 
decade (Jeromi, 2005). 
Likely, the other states, the process of implementation of 
liberalization policies has also been slower in Uttar Pradesh. Only in 
1998 major initiatives, such as introduction of New Industrial Policy, 
Economic Liberalization in India 
Import Policy, Mineral Policy, etc. have been introduced. After 1998, 
some more initiatives have also been taken but on an irregular basis. 
The reasons for this could be many, such as, the short term of offices 
held by the state Governments, due to frequent elections; the short 
tenure is usually affected from the short term political considerations 
only, Lack of proper institutions for policy setup, communal 
disturbances in the state etc. Hence, the measures taken by the 
Government so far has been classified under some headings by the 
researcher that include: privatization and de-regulation, facilitating 
foreign investment in the state economy,, fiscal consolidation and tax 
reforms, introduction of various economic policies, new announcement 
for future and industrial infrastructure etc. 
2.4.1- Facilitating Foreign Investment in the State Economy: 
To facilitate the foreign investment in Uttar Pradesh, the state 
Government has announced the industrial and service sector 
investment policy in 2004. The strategies for that basically aim to 
• Promote private participation in Industrial Development. 
• Emphasis on Development of Small Village & Cottage Industries. 
• Promotion to Export. 
• Promotion to Capital Investment by NRI and Foreign Capital. 
• Maintenance of strong Law & Order producing Industrial 
Environment. 
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• Creation of sensitive administrative structure responsible for 
Industrial Growth. 
• Promotion to Service Sector 
• Promotion package to specific Industrial Sector. 
• Suitable Tax structure for Industrial Development. 
• Attract New Industrial Investment along with making non 
producing sick unit live & productive. 
The policy has announced a comprehensive list of measure covering 
the infrastructure aspect, power and energy, financial assistance for 
investment in infrastructure project Stamp Duty & Registration 
Charges on Land, Fiscal Incentives -Service Sector, Incentives for new 
investment in the State, Incentives to existing units, Deregulation of 
Simplification aspects etc. 
2.4.2- Fiscal consolidation and Tax Reforms: 
Under this head major initiatives of fiscal facilitation have been 
taken. These initiatives basically include the following-
2.4.2.1- Interest-free loan for new established units: 
The total amount of trade tax on sales and central sales tax will be 
treated as the interest-free loan for 15 years that will be reimbursed after 
7 years. The investor would be having an option to pay the loan in 15 
years in spite of paying in 7 years. But in each case this discount should 
not exceed the total capital invested of the unit. 
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2.4.2.2- Exemption from the land acquisition cost and stamp duty: 
No rent, land acquisition charges, lease rent wound not be 
charged from the firm except the cost of the land. The units will be 
provided 50 percent stamp discount in case of industrial area and in 
case of non-industrial area 100 duty stamp fees will be exempted. 
2.4.3- Introduction of various Economic Policies: 
The first policy package initiatives were introduced in 1998-99 
after the liberalization in 1991. The policy package includes the 
introduction of three main policies viz. industrial policy, export policy 
and mineral policy. The major sops and decision of industrial policy of 
1998 include: 
• Introduction of single table and one roof system. That would be 
helpful to solve the matters related to 
objection/acceptance/licenses etc. 
• Five year ban on the development of new industries removed. 
And the 5 percent maximum trade tax limit scrapped. 
• Development of new seven industrial corridors that include (1)-
Greater NOIDA (2) Meerut-Moradabad-Bareilly (3) Agra-Aligarh-
Firozabad-Khurja(Bulandshar)-Kosi(Mathura) (4) Lucknow-
Kanpur (5) Allahabad-Bhadohi-Varanasi-Mirzapur (6) 
Gorakhpur-Basti-Deoria (7) Jhansi-Lalitpur-Jalaun. 
• Establishment of road fund. And un-interrupted supply of power 
to the Export oriented units. In the industrial area the internal 
supply of power to the industries by private players. 
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• Total abolition of Inspector raj. 
• Aim to improve the employment ratio and from 8 percent to 15 
percent. And to improve the share of industrial production in the 
total production of the state from 20 percent to 25 percent. 
• Facilities for the rehabilitation of sick-industrial units. 
• Abolition of trade tax chokis. 
After the 1998-99, 2004 is the year of main year that recorded the 
maximum policy announcement, i.e. industrial and service sector 
investment policy- 2004, power policy-2003, bio-technology poIicy-2004, 
information technology policy-2004, food processing Industry policy-
2004 etc. Apart from this, the SEZ policy and the agriculture policy were 
announced in 2006. 
2.4.4- Nezv Announcement for Future: 
In the name of new announcement, some targets have been set to 
achieve by the Government of Uttar Pradesh under 11th five year plan 
for the development of SMEs in the state. These announcements include 
the following: 
• To promote private participation in Industrial Development. 
• Emphasis on Development of Small Village & Cottage Industries. 
• Promotion of Export units. 
• Maintenance of strong Law & Order conducive for Industrial 
Environment. 
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• Creation of sensitive administrative structure responsive to 
Industrial Growth. 
• Promotion of Service Sector 
• Promotion package to specific Industrial Sectors. 
• To attract New Industrial Investment along with making sick 
units to revive. 
• Promote availability & use of Natural Gas as fuel. 
• Promote capacity enhancement of power in private sector. 
• Establishment of U.P. Institute of Design at Lucknow will be 
completed to under take all proposed activities to help growth of 
Handicrafts sector. 
• Establishment of Handicrafts Training Design Development & 
CFC Center at Rampur. 
• It is proposed to conduct Census of Handicraft Artisans/Units in 
the State. 
• Insurance Schemes are proposed to be taken up for Handicraft 
Artisans to facilitate their wellbeing during the plan period. 
• A Pension Scheme is proposed to be undertaken as a welfare 
measure to give State support to artisans their unproductive life 
span 
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2.4.5- Industrial Infrastructure: 
The pace of industrial infrastructure in the state after 
liberalization has increased. Major infrastructural development projects 
has been initiates and completed since 1991. The apex organization for 
industrial infrastructural development in Uttar Pradesh is Uttar 
Pradesh State Industrial Corporation (UPSIDC). The corporation has 
also undertaken the development of integrated township at various 
locations besides product specific industrial parks/ IID centers, growth 
centers, etc. spread all over the state which include, textile and Hosiery 
Park at Rooma (Kanpur), Apparel Park (Tronica city, Ghaziabad), Agro 
Parks at Barabanki-Lucknow and Barabanki. Apart from this various 
SEZs have been established in the post 1991 period. Presently, in the 
State besides NOIDA and Moradabad, 9 others SEZs are being 
developed and 13 are the approved ones (Directorate of Industries/ 
U.P., 2008). Along with, the Assistant to State for Development of 
Export Infrastructure and other Allied Activities (ASIDE) Scheme 
which is in function from the financial year 2002-03 is providing the 
major infrastructural development scheme that have successfully 
accomplished various projects and many are in the approval procedure. 
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2.5- Concluding Remark: 
Liberalization is not the task of one day, but it is a continuing 
process. Now-a-days the emphasis is given on the human friendly 
reforms that would be possible through the Government and industry 
joint efforts only. Government should frame the policies with the 
consideration of the entrepreneurs and entrepreneurs should cooperate 
in revenue generation by paying the required taxes and duties etc. 
SMEs have still a key role to play and contain a great untapped 
potential. These could be harnessed only through the SMEs friendly 
policies. The present chapter has delved with the liberalization 
measures of the Government. The next chapter is about the 
comprehensive review of SMEs in India. 
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Conceptual Review ofSMEs in India 
In the preceding chapter we have discussed the liberalization in 
Indian context and its later chronicle in a comprehensive way. The chapter 
has concluded the Indian economic sinew of the economic environment 
and discussed the policy framework established by the Government in the 
post 1991 era. The present chapter deals with the conceptual background 
of SMEs sector, and its pros and cons, etc. in Indian context. 
3.1- Introduction: 
In most of the countries of the world, SMEs constitute more than 
90% of all the enterprises and a significant contributor to economic growth 
that make the country more innovative and vigorous. According to a study 
Conducted by World Bank, "SMEs contribute 34% of overall employment, 
32% of total sales in USA, 99% of all establishments, 72% of overall 
employment, 52% of total output, and 13.5% of total exports in Japan. In 
Germany 40% of production, In Singapore 97% of all establishments, 32% 
of output, 16% of exports is contributed by SMEs". In India 40% of 
Industrial production, 35% of all exports, and 45% of employment in 
Industrial sector is contributed by SMEs (Census of SSI, 2002). Thus, it is 
evident not only from the examples cited above but also from several 
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others that SMEs are contributing in the growth of the nations with an 
extraordinarily high rate. Due to its large contribution in export earnings, 
employment generations and industrial productions it has been identified 
the engine of growth for the nations. The benefits of a vibrant SMEs sector 
include, the creation of employment-opportunities, strengthening of 
industrial linkages, promotion of flexibility and innovations and 
generation of export revenues (Harvie & Lee, 2001). 
SMEs are having its presence all over the world. Major developed 
and developing countries of the world have SMEs sector as an important 
part of their economy that are working either as the mainstream industrial 
sector or as the subsidiary to the mainstream sector. It is interesting to 
know that the benefits of SMEs are more or less identical throughout the 
world but their definitions, characteristics, and structures remain diverse 
and vary country to country. So any country specific study on SMEs 
requires the thorough understanding of the sector in the country. 
In this chapter the definition of SMEs, its characteristics, 
composition, supportive structure in India have been discussed. The 
chapter has been divided among the three parts; first part covers the 
conceptual framework of SMEs, second and third part deal with different 
kinds of structures like promotional, administrative etc. of SMEs sector in 
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India. 
3.2- Conceptual Framework of SMEs: 
3.2.1- Meaning and Definitions of SMEs: 
In relation, to define the criteria for qualifying to be an SME, each 
and every country has its own pre-defined norms and standards (SIDBI 
Report, 2001). A study has identified more than fifty definitions in 75 
countries (Prasad, 2004). So there is no universality in the definition of 
SMEs. Though, some researchers have attempted to classify small firms by 
utilizing qualitative definitions. The Bolton Report (1971), for example had 
defined small firms as, "having a relatively small share of the market and 
being managed in a relatively personalized way with no formal 
management structure". But the criteria for defining an SME in a country 
may be based on the purpose for which the identification is required with-
in the country. The basic variables generally used to define an SME are 
three i.e. (i) turnover, (ii) persons employed (iii) capital invested. Table 3.1 
with a data of 26 countries, in terms of description of business with 
predefined criteria, provides the extensive look of the SME sector 
throughout the world. 
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Table- 3.1 
Definition of SMEs in different Countries of the World 
Name of 
the country 
India 
Australia 
Belgium 
Canada 
France 
Germany 
Creece 
ItaJy 
Japan 
Holland 
Portugal 
Spam 
Sweden 
USA 
Category of 
industry/ 
Business 
Micro 
Enterpnses 
Small 
Medium 
Enterprises 
Small 
Enterprises 
Medium 
Enterprises 
SME 
SME 
Small 
SME 
Small 
Enterpnses 
Medium 
Enterprises 
SmaU 
Enterpnses 
Manufactur 
in* 
Wholesale 
trade 
Retail Trade 
& Services 
Small 
Enterpriser 
Medium 
enterpnses 
SME 
Small 
Enterpnses 
Medium 
enterprises 
Small 
Very Small 
Enterpnses 
Small 
Enterpnses 
Description 
Fixed investment in Plant and Machinery Rs 2 5 Million m case of 
Manufacturing units it Rs 1 Million in case of Service Enterpnse 
Fixed investment in Plant and Machinery Rs 50 Million m case of 
Manufacturing units & Rs 20 Million in case of Service Enterpnse 
Fixed investment in Plant and Machinery Rs 100 Million in case of 
Manufacturing units & Rs 50 Million in case of Service Enterpnse 
In Manufacturing less than 100 Employees 
In Services less than 20 Employees 
Annual Staff average of 50 employees 
Manufacturing Units independent firms having less than 200 
employees 
10-499 employees 
Less than 500 employees (Enterprises employing fewer than 20 
persons are not included in industry statistics) 
0-49employees, 
50-500 employees 
Less than 200 employees 
Less than 300 employees (or less than Y100 million in asset 
capitalisation) 
Less than 50 employees or Y 30 Million in capitalisation 
Less than 50 employees or Less than Y10 million in capitalisation 
All private enterprises excluding agnculhire and fishery, 
employing less than 100 employees 
Less than 10 employees 
10-100 employees 
Less than 500 Employees Less than Esc 2400 million in sales 
(values for 1993) is not controlled (more than 50%) by any 
company (nor does it hold over 50% of any other company) 
Less than 200 employees 
Less than 500 employees 
Autonomous firms *vith less than 200 Employees 
Less than 20 employees 
20 99 employees 
Cntena 
Fixed investment 
in Plant and 
Machinery {other 
than Land and 
building) 
Employment 
Employment 
Employment 
Employment 
Employment 
Employment 
Employment 
Employment 
Asset 
Employment 
Employment, Sales 
Employment 
Employment 
Employment 
Continue on Next Page 
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Table- 3.1 (continue) 
China 
Korea 
Taiwan 
Indonesia 
Thailand 
Malaysia 
Singapore 
Vietnam 
Philippines 
Hong Kong 
Mexico 
Pakistan 
Medium 
Enterprises 
SME 
Manufactur 
ing 
Services 
Manufactur 
ing 
Other 
services 
SME 
SME 
Manufactur 
ing 
Services 
SME 
Micro 
Enterprises 
Small 
Enterprises 
Medium 
Enterprises 
Small Units 
Medium 
Units 
Small units 
Medium 
Units 
100-499 employees 
Vanes with industries, usually 1000employees 
Less than 300 employees 
1 ess than 20 employees 
Less than NT $ 40 paid up capital <total assets Of" NT $ 120 
million Business, transport 
Sales of less than NTS 40 million 
Less than lOOemployees 
Labour intensive sectors less than 200 employees 
Capital intensive sector 100 employees 
Vanes less than RM 2 5 million and less than 75 employees 
Less than S $ 12 million fixed assets 
Less than 100 employees 
No fixed definition, generally less than 200 employees 
Less than 200 employees Revenue less than p 40 million 
Small and Medium Enterprises Manufacturing equal to or less 
than 100 employees 
Non Manufacturing less than 50 employees 
1-15 Employment, 
16-100 Employment 
101-250 
According to Punjab Directorate of Industries PDI) less than 
lOmilhon rupees 
Less than 10-100 Million Rupees 
According to Punjab Small Industries Corporation (PS1D) 
Less than 20 million rupees 
20 million rupees 
_. 
Employment 
Employment 
Paid-up capital 
assets and sales 
Employment 
Employment, 
capital 
Shareholders, 
Funds and 
employments 
Fixed Assets and 
Employment 
Employment 
Assets, 
employment 
Employment 
Employment 
Assets 
Source: Complied by the Researcher from the SIDBI Report, 2000 and various other Sources 
As depicted from the table- 3.1, major countries of the world have 
given importance to employment generation for determining the size of 
the unit. The countries have adopted either the qualitative or quantitative 
elements to define the SME. In the countries where qualitative approach 
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has been adopted, labour/employment is an omnipresent criterion for 
determining the size of the unit. In defining a small business on qualitative 
term the different renowned authorities in various countries like the 
Committee on Economic Development (USA)/ Small Business 
Administration (USA), Bolton Committee Report on Small Business, (UK) 
1971, UK Companies Act 1989, the Wiltshire Committee Australia, 1971 
etc. have identified the following parameters or organizational 
characteristics to define small business. 
• They are independently managed and controlled by the 
owner/manager. In some cases salaried persons are also appointed 
as managers. 
• The area of operations of such firm is usually local. 
• They are not dominant in the field of operation; hence the firm can 
not normally influence the market price. 
• Capital is usually supplied by the owner/manager. However, 
borrowed capital is also used to finance such business. 
Now if we look in Indian context, In India the SMEs are defined in 
terms of investment made in plant and machinery i.e. quantitative 
approach. In-fact, defining an enterprise in qualitative term is more logical 
but complex. 
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3.2.2- Evaluation of the Official Definition of SMEs: 
In India, the development of the SMEs sector firstly took place due 
to the vision of the late Prime Minister Jawaharlal Nehru. Who wanted to 
develop a core industry and a supporting sector in the form of small sector 
enterprises (Jain, 2004). In the Industrial Development and Regulation Act, 
1951 the SSI units were defined first time and thereafter it underwent 
many revisions during the last 55 years. During this period the cut-off 
point had shifted from a workforce to an investment criterion (SIDBI, 
1999). The table -3.2 shows the periodic revisions in the official definition 
of the SMEs in India. 
The table shows the variations in defining the SMEs over the years. 
But it shows that a stream of investment in the fixed assets, for defining the 
SMEs is operating since the beginning. Although in the beginning 
employment criterion was also in practice there, but it works up to 1960. 
Thereafter, it has been dumped and from that point the investment in 
plant and machinery criteria is working till the date. 
3-2.3- Characteristics of SMEs: 
The literature on SMEs emphasizes that small firms are not simply 
scaled down version of their larger counterparts. They are having their 
own complexities and uncertainties. Besides the severe peculiarity and 
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diversity in its definition, there are certain characteristics that are very 
specific among the SMEs of different countries. Regarding the 
characteristics of SMEs (Curran & Blackburn, 2001) stresses that, "a small 
number of human beings engaged in a common Endeavour create very 
complex subtle interactions". (Megginson, Nash, & Randenborgh, 1994) 
Explain that "individual freedom, risk taking initiative and hard work are 
just some of the features associated with this sector". 
There are certain key factors which are common among the SMEs, such as, 
(i) low capital requirements (ii) higher risk factors capacity (Hi) large 
manpower requirements (iv) production diversity (v) Major Export 
contributors. Apart from these characteristics SMEs enjoys other qualities 
that are specific to them such as (Indicus Analytics, 2003) 
• SMEs are the high generator and nurture of entrepreneurship talent 
• It has family and friend involvement at a very high level. Family 
members and friend supports SMEs in terms of providing credit as 
an advisor and guarantor etc. 
• A majority of SMEs face the financial constraints at a very high level 
• SMEs are having a lack of professionals and trained people, because 
people do not have the enough training and exposures of 
entrepreneurial traits and tactics. 
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3.3- Structure of SMEs Sector: 
The present SMEs sector in India has its origin India got freedom in 
1947. But the sector got its separate identity from the simply beginning of 
the early 1950s (Farooqui & Naushad, 2006). At the time of its inception it 
was simply a sector that constitutes the whole small industry sector, 
traditional village and artisan industries, which used to produce 
traditional items and products. Over the years with its multi-faced 
contribution with the Government support and policy it has developed as 
the largely diversified sector of the economy. Now the SMEs sector has 
enlarged its area of operations by entering into new product lines and area 
of operations. The whole sector now constitutes approximately 128.44 
lakhs (registered and un-registered both) units (Economic Survey/ 2008), 
that are spreaded all over the country. 
The entire SMEs sector in India is covered under the Micro Small 
and Medium Enterprises sector, formerly village and small-scale 
Industries (VSI) sector (Bhavani, 2006). The whole sector is of highly 
heterogeneous nature, that encompasses a wide range of activities which 
vary in many aspects such as technology, nature of products, scale of 
operation and location (D C SSI, 2002) for the administrative purpose, the 
Conceptual Review of SMEs in India 
SMEs sector is broadly classified in two categories, i.e. traditional and 
modern industries (Bhavani, 2006) 
3.3.1- Traditional Industries: 
Include village industries like khadi, handloom, edible oils, coir, 
tannery etc. that are mainly concerned with the processing of raw 
materials for local markets and also non factory sector covering both 
artisans and household units (Bhatnagar, 1996). These traditional 
industries are highly scattered, unorganized and hence invisible compared 
to their modern counterparts (Bhavani, 2006). These industries falls under 
the purview of the Government organizations namely All India Khadi and 
Village Industries Board (KVIC), All India Handlooms and Handicrafts 
Board, Central Silk Board, Coir Board and Wool Board 
(www.smeindia.com). 
3.3.2- Modern Industries: 
Industries that come more or less nearer to large-scale industries as 
regards the nature of products and the use of technology that is capable of 
producing standardized products (Tendulkar & Bhavani, 1997). Modern 
Small Scale Industry occupies the intermediate place between traditional 
cottage and village industries and large scale industries and owns the 
Conceptual Review of SMEs in India 
various characteristics of both. Modem small scale industries include 
power looms and other small scale industries (Vepa, 1988). Power looms 
come under the jurisdiction of the textile commissioner and other modem 
small scale industries come under the purview of the National Board for 
Micro, Small and Medium Enterprise. Implementing Agency of these 
boards is MSMEDO and DC-MSME (DC MSME, 2006). The enterprises 
classification is given in figure- 3.1. After the enactment of MSME Act 2006 
that is in operation from Oct. 2, 2006. The name of small scale industry has 
been transformed into Micro, Small and Medium Enterprises in which 
Micro and Medium Enterprise has been placed and investment ceiling has 
been defined and enterprises are categorized between two categories i.e. 
Manufacturing Enterprises and Services Enterprises. 
Here, the figure- 3.1 shows the structure of SMEs sector in India. 
Figure- 3.1 
Structure of SMEs Sector in India 
Small and Medium Enterprises 
(SMEs) Sector in India 
X 
Traditional Industry- based on 
traditional skills and Techniques 
Modern Industry with 
modern techniques 
Handicraft with high 
skill workmanship 
T_ 
Village and Household 
Industries. producing 
common consumer goods 
Micro 
Enterprises 
+ 
Small 
Enterprises 
Medium 
Enterprises 
S o u r c e : compiled by the Researcher form the Ministry of MSME, Website. 
Conceptual Review of SMEs in India | U | | ^ ^ ^ ^ | 
3A- Administrative Structure of SMEs: 
In India the SMEs sector is very much diverse and it contains both 
modern and traditional types of industries as it is clear by the figure- 3.1. 
As much likely to their structure their administrative structure is very 
much wide and large that contains different governing bodies and 
authorities in it. The SIDO or DC SSI (previously) now DC MSME, in the 
ministry of MSME (previously ministry of SSI & ARI) is the higher 
governing body to deal with the matters of modern industries that has at 
least one branch in each of the State and Union Territory. While Khadi and 
Village Industries are governed by the Khadi and Village Industries 
Commission under the same ministry/ Handlooms and Handicrafts is 
governed by the DC handloom and Handicrafts under the Ministry of 
Textile sericulture and coir fiber by the Central Silk Board under the 
Ministry of Textile. Table-3.3 shows the administrative structure of SMEs 
in India. 
3.5- Institutional Structure for Supporting and Promoting SMEs: 
A large number of institutions and organizations are working to 
support the development of SMEs in India. These institutions work on 
Central and State level. The figure- 3.2 depicts the institutional 
Promotional structure for SMEs in India. Here, a very brief account of 
these institutions has been taken. 
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3.5.1- At National Level: 
At national level or the institute of Central Government include the 
Micro Small and Medium Enterprises Development 
Organisation(MSMEDO), and its branches in the name of Micro Small and 
Medium Enterprises Service Institute (MSMESI previously, SISI) in each of 
the State, regional testing centres, field testing centres, tool rooms, Central 
Footwear and Technology Institute (CFTI), National Institute of Micro 
Small and Medium Enterprises Extension and Training Institute( 
NIMSMEIET), NIESBUD and Entrepreneurship Development Institute( 
EDI). Among all the institutions of the Central Government, MSMED 
formerly, SIDO is the apex body having a network of 30 MSME-
Development Institute (MSME-DI), 28 Br. MSME-Development 
Institute(Br. MSME-DI), 4 MSME-Tesring Centres (MSME-TCs), 7 MSME-
Testing Stations (MSME-TSs), 21 Autonomous bodies which include 10 
Tool Rooms (TRs) and Tool Design Institutes (TDI), 4 MSME-Technology 
Development Center(MSME-TDC), 2 MSME-Technology Development 
Center-Footwear(MSME-TDC), 1 Electronics Service & Training Centre 
(ESTC), 1 Institute for Design of Electrical Measuring Instruments (IDEMI) 
2 National Level Training Institutes, and 1 Departmental Training Institute 
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and one Production Center (MSMEDO, 2008). It's important function 
include evolving of an All India Policy for the development of SMEs sector 
and co-ordination of policies and programmes of State Governments. 
Small Industry Service Institutes are responsible for providing 
consultancy and training to small entrepreneurs both existing and future. 
They impart training in the fields like industrial management, marketing 
management, financial management etc. 
Among other institutes, MSME-Technology Development Center-
Footwear (MSME-TDC) (Formerly Central Footwear Training Institutes 
(CFTIs), Develop footwear are designed to promote exports, and provide 
Training for manpower in Footwear Industry. Apart from this there are 
three National Level Training Institutes, These are as under (DC, MSME, 
2008). 
• National Institute of Micro, Small and Medium Industry Extension 
Training (NIMSMIET), Hyderabad. 
• National Institute for Entrepreneurship and Small Business 
Development (NIESBUD), New Delhi, which conducts national and 
international level training programmes in different fields and 
disciplines. 
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• Indian Institute of Entrepreneurship (HE), Guwahati. The main 
objective of the institute is to act as a catalyst for entrepreneurship 
development with its focus on the North East. 
3.5.2- At State Level: 
At State level major institutions, as shown in the figure- 3.2, are 
Directorate of Industries, District Industries Centers, State Financial 
Corporations, and Small Industry Development Corporation etc. Among 
them, directorate of industries is the State level executive agency acting 
under the overall guidance of the MSMEDO (formerly SIDO) for 
promoting and developing village and small industries. 
The important function of the Small Industry Development 
Corporations is to procure and supply scarce raw material, provide 
machinery on hire purchase, setup joint ventures, promote 
entrepreneurship and render marketing assistance. 
State Financial Corporations provide long and medium term loans 
for acquisition of fixed assets. 
Districts Industries centers provide integrated administrative 
framework for industrial promotion at district level. They conduct 
industrial potential surveys, prepare action plan, based on an assessment 
of endowments and possibilities, and guide entrepreneurs in various 
aspects of starting an industry. 
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Figure- 3.2 
Institutional Framezvork ofSME's Promotion in India 
Central 
Government 
Branch level institutions 
Extension centres 
Regional training centres 
Field testing stations 
Tool rooms 
NIESBUD 
State 
Government 
Directorate of industries 
District industries Center 
SIDC/SIIC 
Institutional 
Framework for 
promoting SME's 
Development in 
India 
Other Agencies 
Financial 
Institutions 
COMMERCIAL BANKS 
COPERATIVES BANKS 
NABARD 
1 
Industry B H | 
Associations ^ ^ ^ H 
^^•^^^^1 
FASSI 
Cll 
FICC1 
ASSOCHAM 
WASME 
CWEI 
"CC: Comoiled bv the Researcher from the website of Ministry of MSME, Government o( India 
Conceptual Review of SMEs in India 
3.5.3- Other Agencies: 
Housing and Urban Development Corporation (HUDCO) provides 
assistance in creating infrastructures for the SME sector. It also undertakes 
research and training activities and promotes the building material 
industry. 
Institute for Design of Electrical Measuring Instruments (IDEMI) 
renders services to instrument industry in general and SMEs in particular. 
It was set up with the assistance of United Nation Development 
Programme (UNDP) and United Nation Industrial Development 
Organisation (UNIDO) in the year 1969, its services include Training and 
Consultancy on the area of instrumentation, design and development of 
new electronic instruments, testing and calibration of instruments, tool 
design and tool making etc. It is also engaged in the import substitution 
and export of electrical, electronic instruments and appliances 
manufactured by small and medium enterprises. 
Technical Consultancy Organizations (TCOs) was set up by 
the financial institutions such as IDBI, SIDBI etc.; mainly cater to 
the consultancy needs of new entrepreneurs, SMEs, banks, 
Government representatives and other institutions. They mainly 
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offer consultancy in the areas of industrial development and 
financing. Their services include: 
• Preparation of project profiles and undertake feasibility studies 
• Undertaking market research and surveys 
• Conducting EDPs and skill up-gradation programme 
• Carrying out energy audit and energy conservation assignments 
• Management consultancy services for diagnostic study of sick units 
Several Small Industry Associations expressed the need for 
strengthening these out-fits and revamping them where-ever is necessary. 
Khadi and Village Industries, Commission (KVIC) was established in 
1957, KVIC is an autonomous body set up for promoting khadi and village 
industries. 
KVIC has three main objectives 
• Social objective of creating employment 
• Economic objective of producing saleable articles and thereby 
improve rural economy 
• Wider objective of creating self-reliance 
The functions of it include training rural artisans, marketing of 
products, and supply of raw materials to khadi and village industries, 
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research activities in the area of production of khadi and village products 
and to encourage cooperative efforts from manufacturers. 
Entrepreneurship Development Institute of India (EDII) is an 
autonomous body situated in Ahmadabad. Leading financial institutions 
in India and Government of Gujarat jointly sponsored this institution. Its 
main objectives are to augment the supply of trained entrepreneurs, to 
promote micro enterprises at the rural level, to inculcate the spirit of 
entrepreneurship amongst youth. It conducts training programmes on 
entrepreneurship education micro finance and micro enterprise 
development. 
3.5A- Financial Institutions: 
Small Industries Development Bank of India (SIDBI) is an apex 
institution functioning from 2nd April 1990 for the promotion, 
development and financing of the small scale, tiny and cottage industries 
in the country. SIDBI also coordinates the institutions engaged in similar 
activities. The banks1 lending operations are supplemented with 
developmental activities so as to facilitate the entry of new entrepreneurs 
and the strengthening of the SMEs sector. Twenty-seven Commercial 
Banks through their countrywide network of more than 68,000 branches 
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cater to the working capital- requirements of small-scale industries. They 
offer about 17.5% of net bank credit to the SSI sector. Besides the short-
term assistance, SSI sector, which enjoy the status of 'priority sector' in 
terms of financing, have also been provided term loans and other 
assistance by the nationalized banks. Specialized branches are opened in 
selected industrial estates and cities to exclusively cater to the need of the 
small entrepreneurs. 
Regional rural banks have been created to promote agriculture, 
trade, commerce and industry in rural areas and thereby improving the 
rural economy. They provide credit facilities in the rural areas particularly 
to artisans, farmers and small entrepreneurs. With the re-structuring of 139 
Regional Rural Banks by the Government of India, there has been a 
paradigm shift in the working of RRBs whereby the needs of the SMEs are 
being attended to. 
Co-operative banks, through a network of over 12,000 branches 
provide working capital funds to small entrepreneurs. The Primary 
Agriculture Co-operative Society (PACS) finances the agriculture and 
agriculture related activities. The Primary Co-operative Banks (PCBs) play 
a vital role in financing the working capital needs of cottage and tiny 
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industries. 
National Bank for Agriculture and Rural Development's (NABARD) 
main objective is to provide assistance to agriculture and agriculture 
related activities. It also conducts promotional programmes for rural 
development, such as, Rural Entrepreneurship Development Programme 
(REDP), training cum production programme and action plan for rural 
industrialization. 
The Nayak Committee and Kapoor Committee have brought out 
several inadequacies on the part of all the afore-mentioned institutions that 
need to be addressed with seriousness as 90 percent of the 
institutions/industries contacted and the Small Industries' Associations 
have complained the inadequate and un-timely credit flow and onerous 
burdens of collaterals/guarantees as the major obstacles for their 
sustenance and growth. 
3.5.5- Industry Associations 
Industry associations also impart institutional support to SMEs. 
These associations act as a platform for the SMEs to raise their issues. Some 
of the prominent industry associations are: 
Federation of Association of Small Scale Industries (FASSI) was 
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was established in 1959, it aims at promoting the development of SMEs, 
co-operating with industries and other institutions, undertaking 
consultancy and research studies, furthering the cause of SMEs and 
establishing trade centres and test centres. It offers services like organizing 
meetings/conferences, analysis and interpretation of policies and taking 
up members' difficulties to the government for redressal. 
Confederation of Indian Industry (CII) functions are of advisory and 
consultative in nature. It also provides information to the Government and 
industry. It also organizes industry exhibitions, trade fairs and the India 
Engineering Trade Fair. CII also plays an important role in promoting 
international industrial cooperation (www.cii.com, 2008). 
Federation of Indian Chamber of Commerce and Industry (FICCI) 
has a network of around 400 chambers of commerce across the country. It 
provides a platform for discussing various areas of industry related issues. 
It also maintains synergic relationships with the Central and State 
Governments. FICCI is the nodal agency for several agencies, like 
International chamber of Commerce, Confederation of Asia-Pacific 
Chamber of Commerce and Industry, which provide a platform for 
promoting international trade and investment (www.ficci.com, 2008). 
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Associated Chamber of Commerce and Industries in India 
(ASSOCHAM) represents the cross-section of business industry, services 
and professions located all over the country. Its main thrust is on 
"Infrastructure for accelerating economic growth" (www.assocham.com, 
2008). 
World Association of Small and Medium Enterprises (WASME) is an 
NGO governed by representatives from financial institutions, chamber of 
commerce, banks, department of small industries of various Governments 
etc. Its main aim is to bring about business co-operation among developing 
countries (www.wasmeinfo.com, 2008). 
Some of its functions include, 
i. Disseminating policies, strategies and support systems for 
promotion of SMEs in member countries 
ii. Providing marketing opportunities 
iii. Identification of training facilities for entrepreneurs, managers etc., 
Moreover, WASME also organizes workshops and seminars, undertake 
consultancy works and acts as a clearing-house of information relating to 
SMEs. 
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Consortium of Women Entrepreneurs in India (CWEI) consisting of 
NGO's, voluntary organizations and self-help groups, both from rural and 
urban areas, helps the women entrepreneurs in finding innovative 
techniques of production, marketing and finance. It gives manpower 
training, undertake product development activities and also act as an 
intermediary between Indian entrepreneurs and overseas agencies for 
marketing and exports. The most effective function of all these associations 
is their lobbying for the cause of the SMEs (www.cwei.com, 2008). 
Other than the above mentioned, there are number of industry 
associations across the country which aim at safeguarding and promoting 
the interests of SMEs. 
3.6- Contribution of SMEs in Indian Economy: 
The SMEs sector undoubtedly plays a pivotal role in the 
employment generation, production and exports of the nations. Apart 
from these, there are certain areas where Small Scale industries have its 
unique role. The contribution of this sector can not be overlooked. In this 
section a synoptic view of statistical account of SMEs sector in India and its 
contribution in production, export, employment and national income has 
been given. 
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3.6.1-Statistical Account of SMEs in India: 
In India, during the period of 60 years, the post independence 
period three censuses have been conducted on SMEs the first Census was 
conducted in 1977, the second in August 1992 and third in 2002; forth 
census is still proposed in 2009. The latest Census is 2002 Census that is a 
very comprehensive document giving massive statistical and other 
information. Apart from the Censuses, the annual data published in the 
economic surveys by the Ministry of Finance, Government of India also 
presents the yearly picture of SMEs in India. The overall SMEs sector in 
India constitutes a large number of units, spreaded throughout the 
country. According to the Third All India Census of Small Scale Industries 
2001-02. The size of the total SSI Sector is estimated to be over one Crore (1, 
05, 21,190). Now in India there are approximately 12.34 million units that 
constitute 95 percent of manufacturing units, 39 percent of manufacturing 
output and 39 percent of total exports of India (Table-3.4). The overall 
sector employs a little more than 29.49 million peoples that are next only to 
agriculture. The total no of items produced are over 8000 among them 35 
are reserved specific for the sector (figure, Feb. 05, 2008). The table 1 below 
shows the important facts about the SMEs in India. 
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3.6.2- Contribution in Gross Domestic Product (GDP): 
SMEs contribute a lot of not only in the industrial production but also in 
the Gross Domestic Product (GDP) of the country. The contribution of 
SMEs in the GDP generated from the industry at factor cost has increased 
from the 64 percent in 1980-81 to 85 percent in 2006-07 at constant price of 
the base year 1999-2000 (see appendix- A3.1). the percentage share of SMEs 
production in the GDP generated from the industrial production at 
constant price varies between the range of 64 to 94 percent over a period of 
27 year i.e. from 1980-81 to 2006-07 (table- A3.1). Figure 3.4 shows the 
contribution of SMEs in Gross Domestic Product (GDP) generated by the 
industrial sector at constant prices. On the other hand figure- 3.5 exhibits 
the contribution of SMEs in Gross Domestic Product (GDP) generated by 
the industrial sector at current prices. It is also discernible from figure- 3.4 
that though the percentage share of SMEs production has declined in the 
second decade after 1980-81, it recovers at strong constant trend. The major 
decline in the percentage share is recorded in the year 1990-91. That may 
be due the major Balance of Payment (BOP) crisis of 1991 in Indian 
economy. 
On the other hand, the GDP and SMEs production recorded on the 
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current prices show an irregular trends since from the beginning from 
1980-81, with a maximum share in 1989-90, i.e. 137 percent (Table- A3.1). 
This higher rate may be due to the inflationary pressure. While it is 
interesting to note from figure-3.5, that after 1990-91 the percentage share 
of SMEs in the GDP of industrial sector at current prices is at a firm 
constant rate and is on a acceleration path. 
3.6.3- Contribution in Employment: 
Small and Medium Enterprises is basically known for its major 
contribution in the employment. It is due to its labour intensive nature. 
Figure- 3.3 exhibits the trend of percentage share of employment generated 
by the SMEs sector in the total employment generation of organised public 
and private sector, it is discernible from figure-3.3 that the percentage 
share, of employment generated by SMEs to overall employment 
generation of organised public and private sector is on an acceleration 
trend. The percentage share has reached from 31 percent in 1980-81 to 109 
percent in 2004-05 (table- A3.2). As the latest available date on the 
employment of organised sector is up-to 2004-05 (Economic Survey, 2008) 
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It is also interesting to note that in the year 2003-04 and 2004-05, the 
percentage share of SMEs employment has surpassed the overall figure of 
the organised sectors. It may be basically due to that the employment data 
of SMEs in between the period of two censuses (i.e from 1987-88 to 2001-
02) and there after is based on the estimate of the results of second census 
that was conducted in 2001-02. However, the employment contribution of 
SMEs is very significant. And the sector has a charm due to the 
employment generation feature. 
3.6.4- Contribution in Exports: 
SMEs sector in India has been contributing in the overall exports of 
the country with a striking rate. The percentage share of the export from 
the SMEs sector in overall exports of the country has increased from 24 
percent in 1980-81 to 31 percent in 2005-06 (table A3.3). Figure- 3.4, exhibits 
that over the years the export of India has recorded an increasing trend. 
Simultaneously, the export from the SMEs sector has witnessed the same 
trend. The percentage share of SME's export is also in an increasing order. 
In figure- 3.4, the trend line of percentage share of SMEs has shown the 
increasing trend with no dip in the trend line. The share of SME's exports 
has increased in most of the sector. Inter-alia, in some sector, 
Co
nc
ep
tu
al
 
R
ev
ie
w
 
o
f S
M
Es
 
in
 
In
di
a 
P
a
g
e 
| 1
47
 
Fi
gu
re
- 
3.
5 
Co
nt
rib
ut
io
n 
o
f S
M
Es
 
in
 
Em
pl
oy
m
en
t 
35
0 
r 
30
0 
-
25
0 
20
0 
-
»
 
•
g 
15
0 
-
5 * H 
10
0 
-
50
 
12
0 
IN
 n
 
r
n
 
L
L 
Z 
fe
. 
-
 
10
0 
I 
80
 
60
 
e Q.
 
40
 
£ n V)
 
•
9 
o
 to
 
0>
 
en
 
«
 
<•
>
 
»
 
10
 
CO
 
„
 
CO
 
CO
 3 
CO
 
CO
 
O
l 
1 i
 9 
O
l 3 CO CO 
O
l 
CD
 
O
l 
<M
 
PI
 
<
*"
 
C
N
»
 
o>
 
o
>
 
O
S 
O
l 
to
 
O
S 
in
 1 
o
i O!
 
10
 
O
l 
O
l 
O
l (71
 
O
) 
9 
9 
1-
 
M
 
I 
20
 
m
 
o
 
m
 
9 
ye
ar
 
'T
ot
al
 
Em
pl
oy
m
en
t 
I E
m
pl
oy
m
en
t f
ro
m
 
SM
Es
 
pe
rc
en
ta
ge
 
Sh
ar
e 
So
ur
ce
: 
Ta
bl
e-
 
A
3.
2 
Co
nc
ep
tu
al 
Re
vie
w
 
of
 
SM
Es
 
in
 
In
dia
 
P
a
g
e 
I 
14
8 
50
00
00
 
45
00
00
 
-
40
00
00
 
35
00
00
 
30
00
00
 
25
00
00
 
J 
20
00
00
 
«
 
15
00
00
 
1 
10
00
00
 
i 
50
00
0 
Fi
gu
re
- 
3.
6 
Co
nt
rib
ut
io
n 
o
f S
M
Es
 
in
 
th
e 
Ex
po
rt
 
o
f t
he
 
Co
un
try
 
.
1 1
 
ye
ar
 
40
 
35
 
30
 
25
 
20
 
£ B U w 1) a.
 
15
 
10
 
.
c 
I T
ot
al
 
Ex
po
rts
 
l E
xp
or
ts 
fro
m
 
SM
Es
 
Se
cto
r 
%
 
ag
e 
Sh
ar
e 
of
 
SM
Es
 
Se
cto
r 
So
ur
ce
: 
Ta
bl
e-
A
.3
.3
 
Conceptual Review of SMEs in India 
the share SMEs in total exports has come down. The SMEs intensive 
sectors that have witnessed increase in export share include engineering 
goods, chemicals and allied products, plastic products, processed foods, 
marine products, woollen garments and knitwear, processed tobacco. 
Sectors like basic chemicals & pharmaceuticals, finished leather and 
leather products, synthetic and rayon products have witnessed declining 
share in total exports. Sectors like readymade garments and sports goods 
were observing neutral trend, with the share remaining the same. 
3.7- Concluding Remark: 
The present chapter has dealt with the conceptual framework. The 
definition of SMEs, which has been fixed by the MSMED Act, 2006 applies 
identically on the Enterprises all over the country. The Administrative 
structure has the direct link with center. It starts from the Central 
government bodies and ends at the district level bodies of the States. The 
promotional structure works on many tiers and sometimes overlaps with 
State institutes. Simultaneously with Central Government institutes, each 
State has its own promotional institutes. Whilst the structure of SMEs 
differ State by State and the total number of States enterprises in 
aggregate, compose the number of units in the country. Therefore, the next 
chapter deals with the industrial structure and activities of SMEs in Uttar 
Pradesh which is also a case study of the present study. 
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Chapter- 4 
SMEs in Uttar Pradesh 
In the preceding chapter, the review of conceptual framework of 
SMEs in India has been made. That includes the definitions, 
characteristics, administrative structure, promotional structure etc., and 
contribution of SMEs in the Indian economy. So, before proceeding 
further in the study, it is important to have a bird's eye view of the 
SMEs sector in Uttar Pradesh as a case study. 
4.1- Introduction: 
Uttar Pradesh is the largest State of the country in terms of 
population, with a figure of 16,60,52,859 that is 16.17 percent of the total 
population (Census, 2001) and the fourth largest State after Rajasthan, 
Maharashtra and M.P. in geographical area covering 7.3 percent 
(2,40,928 sq kms) of the country's total geographical area. In sheer 
magnitude, it is half of the area of France, three times of Portugal, four 
times of Ireland, seven times of Switzerland, ten times of Belgium and a 
little bigger than England. U.P. has the largest consumer market in the 
country and the cheap labour force is in abundance in the State. Being 
part of the national Capital Region and neighboring State of the national 
capital, U P has inherent advantages. 
As far as the industrial background of U.P. is concerned, it has 
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the highest number of SSI.units (more than 5,70,000) in the country, and 
highest number of artisan in the country that accounts for 29% of total 
artisan in the country that are engaged in 42 crafts (Directorate of 
Industries, U, P., 2006). U. P. is the Major production centre of leather in 
the country and number of leather and leather products units are to the 
tune of approx. 11500 of which Kanpur and Agra are the two famous 
production centres in the world. In this chapter a profile of the 
industries in Uttar Pradesh has been presented. 
4.2- Group-wise and Cluster-wise, Classification of SMEs: 
4.2.1- Group-wise Classification: 
One of the major objectives for promoting the SMEs is the 
entrepreneurship, as the SMEs sector is popularly known as the source 
of the entrepreneurship. The number of units can be understood to be a 
good indicator to represent the entrepreneurial base in a particular 
industry. Table- 4.1 shows the industrial group-wise, distribution of 
SMEs in Uttar Pradesh. Among all the Industries the food products 
industries are the second highest in numbers after the repairing and 
services industries that account for 82,210 and 153378 in numbers, 
respectively that together contributes 14.16 and 26.42 percent in the 
overall number of SME's units in the State {table- 4.1). It may be due to 
that Uttar Pradesh have the vast fertilized land, and have an edge over 
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other States in production of various food items, such as, sugar-cane, 
wheat, rice, and other corps. Uttar Pradesh produces 38 percent of 
India's Wheat-production, 20 percent of Paddy, 21 percent of 
Sugarcane, 34 percent of Groundnut, 17.5 percent of Rape-seed, 8 
percent of Fruits and 14 percent of Vegetables etc. (Planning 
Commission, 2007). Basically, the State's agro-processing strengths lie 
in refined sugar, vanaspati, indigenous sugar and grain milling. 
Beverages, Tobacco and Tobacco products industries are least in 
numbers that account for 1905 industries and contribute less than the 
unity i.e 33 percent only The State's SMEs sector is predominantly 
repairing and servicing, with significant strength in the food products, 
hosiery and garments; metal products and miscellaneous 
manufacturing sectors Leather products, for which U.P. has an edge, 
have 21805 small units, I e 3 76 percent of all the small units in the State 
{Table- 4 1). Food products industries have the maximum investment, 
I e Rs 1160.94 Crore and employment generated by the food products 
sector are 317117 That is 19 67 percent of the overall investment made 
in all the industries and 14 11 percent of all the employment generation 
in the SMEs sector respectively (Table-4.1). The maximum employment 
is provided by the repairing and servicing industries that account for 
391238 peoples Jute Hemp and textile industries are 2786 in numbers 
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but have the least investment of Rs. 21.55 Crore only and generate a 
good amount of employment to 11123 persons. The maximum 
employment has been generated by the repair and services, food 
products, miscellaneous manufacturing, hosiery and garments and 
metal products industries. These five industry groups account for the 
maximum employment, i.e. almost 65 percent of the total employment 
generated in the SMEs sector in Uttar Pradesh. 
Another variable, i.e. investment made in the industries as given 
in table-4.1. It is evident from the table that food products industries 
account for the maximum amount of investment, i.e. 1160.94 Crore, i.e. 
19.60 percent of total investment made in the SMEs in U. P.. While, jute, 
hemp and Mesta textile has the minimum amount of investment, i.e. 
only 21.55 Crore and account for only .37 percent, the only group of 
industry except the beverages, toba and toba products, that have its 
share less than the unity in overall gamut of investment of the State's 
SMEs. It may also be noted from table- 4.1that major contributors in the 
overall investment of the industries have been food products, repair 
services, miscellaneous manufacturing, metal products, chemical 
products and hosiery and garment manufacturing in Uttar Pradesh. 
The figure- 4.1 clarifies the situation of SMEs in the State. 
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SMEs in Uttar Pradesh 
4.2.2- Cluster-wise Classification: 
Traditionally, there has been a phenomenon of a group of units 
manufacturing, same or similar product in close geographical proximity 
to each other. Such groups are called clusters. Therefore Clusters can be 
defined as sectoral and geographical concentration of enterprises, 
particularly in Small and Medium Enterprises (SMEs), these groups face 
the common opportunities and threats which can: (a) give rise to 
external economies {e.g. specialised suppliers of raw materials, 
components and machinery; sector specific skills etc.); (b) favour the 
emergence of specialized technical, administrative arid financial 
services; (c) create a conducive ground for the development of inter-
firm cooperation and specialization as well as of cooperation among 
public and private local institutions to promote local production, 
innovation and collective learning. (Russo, 1999). Clustering has been 
recognised both nationally and internationally as an engine of growth. 
As per the third All India Census of SSIs Report (2001-02), there 
are 131 clusters in Uttar Pradesh. The table-4.2 describes the details of 
number of units of major crafts and artisans employed in these units. 
The artisan industry contributes the major part in the industrial 
development of India. In the State there are approximately 1.0 million 
artisans industries in registered and unregistered sector (Directorate of 
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Industries, U. P., 2005). 
The Marble industry of Agra, woodcraft of Saharanpur, Chicken 
Industry of Lucknow, leather industry of Kanpur and Agra, brass 
industry of Moradabad, glass industry of Firozabad, Ceramic and Patri 
industry of Khurja and the Carpet industry of Bhadohi are of the world 
fame. The major clusters and Number of Units thereon are given in 
table-4.2. Table-4.2 exhibits that among all the crafts based units, 
bleaching and dying, printing industry of Varanasi top the list with 
51878 units employing approximately 250702 artisans. It may be due to 
the fact that these industries are totally home based and require no 
formal education and technical skills. Normally people of the families 
become skilled because of their involvement as a part of their daily life. 
On the other hand wood-ware industry of Saharanpur comes on the last 
rank, i.e. 21 with the 2662 units, that employs approximately, 10110 
artisans. On the second and third rank the carpet weaving industry of 
Bhadohi and Mirzapur come with 35741 and 31695 units respectively. 
That provides employment to 104896 and 144862 artisans respectively. 
Therefore, in totality U.P. is having the largest number of artisans 
engaged in various industries. This sector has different clusters that 
contribute not only in the income and status of the State but also overall 
status and income of the nation. 
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4.3- Region-Wise, Composition of SMEs: 
The Directorate of industries of U.P. is responsible for keeping 
the records of industries in the State. For the sake of convenience, the 
whole State has been classified among four economic regions namely as 
East, West, Central and Bundelkhand region. Among which 
Bundelkhand region is the smallest consisting of only seven districts 
and Eastern region is the largest consisting of 27 districts, while the 
Western region consists of 26 districts and Central 10 districts only. 
Table- 4.3 indicates the details of each economic region in terms 
of number of units of SMEs, investment made in the units and 
employment generated by the SMEs. As Shown in the table, 
Bundelkhand region has only 34302 units of SMEs, i.e. 5.91 percent of 
the overall number of units in the State. These units have an investment 
of Rs. 233.71 Crore, i.e. only 3.96 percent of overall investment made by 
the units in the State and generate employment for only 100615 persons 
only, i.e., 4.48 percent of overall employment generation of SMEs in the 
State. The major reasons may be identified for the relatively less 
number of units in the Bundelkhand region as (a) industrial 
infrastructure in the region is comparatively poor as no Industrial 
Development Authority (IDA), Special Economic Zone (SEZ) etc. lies in 
the region (b) the region hardly has any industrial-cluster in its 
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jurisdiction (c) the region suffers from the scarcity of natural resources 
(d) the geographic and climatic conditions in the region is relatively 
hard (e) the region is the smallest one consisting of only seven district 
etc. On the other hand among the four economic regions western region 
alone covers the fifty percent of all the units of SMEs in the State that 
accounts for 291125 units. The investment made in these units is 
amounting to Rs 3314.95 Crore, i.e. 56.17 percent of total investment 
made in the State. The employment generated by the units in western 
region accounts for 1226713 persons, i.e. 54.59 percent of total 
employment generation of the units in the State. In contrast to this the 
eastern region, i.e. the largest region of the State in terms of districts 
having 27 districts accounts for 161915 units of SMEs, i.e. only 27.89 
percent of all the units in the State. The eastern region accounts for only 
25.86 percent of employment generation of SMEs in the State, i.e. less 
than the half of the employment generation of the western region. The 
reasons for the western region for being on a leading position in all the 
variables may be summed up that (a) the region is very rich in terms of 
natural resources and major production bases and industrial clusters lie 
in the western region, (b) the big industrial estates, such as NOIDA, 
Ghaziabad, Moradabad, Agra, Meerut etc. comes under the region (c) 
the New Okhla Industrial Authority, Noida Export Processing Zone 
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(NEPZ), Export promotion Industrial Parks (EPIP) at Agra and NOIDA 
etc lies in the region, while in the eastern region only Gorakhpur 
Industrial Development Authority (GIDA) lies. Figure- 4.2 exhibits the 
compositions of SMEs region-wise in Uttar Pradesh. And Figure- 4.3 
presents the comparison of the employment generation of SMEs among 
the four economic regions of the State. 
4.4- District-wise Status of SMEs: 
In this section the districts among the four economic regions have 
been compared on the basis of the common variables (employment, 
productions and number of units etc.) 
4.4.1- Bundelkhand Region: 
Bundelkhand Region consists of seven districts only, i.e. Banda, 
chitrakoot, Hamirpur, jalun Jhansi, Lalitpur and Mahoba among these 
Jhansi is the Division. This is the smallest region among the four 
economic regions and represents the smallest share in the overall gamut 
of number of units in the State. As discussed in the previous section the 
region suffers various explicit problems due to that the representation 
of the region in the overall, number of units, investment and 
employment generation, is relatively very less. It is also evident from 
the figure-4.1 that SMEs in Uttar Pradesh are predominantly based on 
agriculture. The Bundelkhand region receives very low rainfall, so it is 
SMEs in Uttar Pradesh 
relatively dry, coupled with it has a marginal land holdings. Therefore, 
the region lacks the natural resources. The table- 4.4 represents the over 
all picture of SMEs in the Bundelkhand region. In the whole region 
among the seven districts Jhansi has the maximum number of units, i.e. 
9979 units. The contribution of Jhansi district is also high in number of 
units, employment generation and investment made in the units, i.e. 
29.09, 29.76 and 30.46 percent respectively. The figure- 4.4 depicts that 
among the seven districts of the region Jhansi that is also the only 
division district of the region have the maximum chunk of the region's 
cake of number of units of SMEs, there-after Lalitpur, Jalaun, Banda, 
Hamirpur, Mahoba and chitrakoot districts comes respectively. 
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4.4.2- Central Region: 
In central region Kanpur and Lucknow are the Divisional 
centers. Kanpur is a prominent centre for leather processing. About 200 
tanneries are located in Kanpur. These tanneries specialise in processing 
hides into heavy leather (Sole, harness and Industrial leather). This is 
the only centre in India where saddlery products are manufactured. The 
central region consist of 10 districts, among them the capital of the State, 
i.e. Lucknow lies. Lucknow has the artisan work industry of chicken 
wears with international repute. In the central region only Kanpur 
(including Kanpur Dehat and Nagar) has the 22,652 units,, i.e. almost 25 
percent of total units in the region (table-4.5). After Kanpur Lucknow is 
the second largest district in terms of number of units that has 13629 
units of SMEs, i.e. 14.6 percent of units in the region. The overall region 
as shown in the table-4.5 has 93262 units of SMEs in which Sitapur has 
the least number of units of SMEs, i.e. 7.22 percent of overall units. One 
of the reasons for this may be the geographical location of Sitapur 
district. Other possible reason could be that unlike Lucknow and 
Kanpur the district does not have any kind of traditional industrial 
base. In terms of investment made in the units of SMEs and 
employment generated thereby, likely in case of number of units here 
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also Kanpur and Lucknow dominate with 42 and 10.5 percent in case of 
investment and 29 and 16 percent in case of employment respectively. 
Figure- 4.6 exhibits that the districts of central region are relatively more 
balancing in terms of number of units as compare to Bundelkhand 
region, where only one district has more than 50 percent share of the 
overall units of SMEs in the region. The figure demonstrates that in 
central region, Kanpur is the major part occupier in the overall cake of 
the region. It is because of the well established leather work industries 
in Kanpur. After Kanpur Lucknow holds 15 percent thereafter Unnao, 
Barabanki, Rai Bareilly, Fatehpur, Hardoi, Lakhimpur khiri and Sitapur 
comes. 
4.43- Eastern Region: 
Eastern region is the largest region of the State consists of 27 
districts. In Eastern region, Allahabad; Azamgarh; Basti; Gorakhpur 
and Varanasi are the divisional offices. Varanasi and Mau are famous 
for its silk industry, Badhoi and Mirzapur for its hand-woven carpet 
and durries industry. The major destinations for the export of the 
products of hand-woven carpets and durries (which are produced in 
Bhadohi, Varanasi and Mirzapur) are USA, Canada, Switzerland, U. K, 
and Germany (D I- U.P.). For Agro and processed fruits and food 
products, Behraich is one of the main centers from where agro-based 
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products exported to the countries of Middle East, Africa and South 
East Asian countries. In eastern region Varanasi consists of maximum 
number of units of SMEs, i.e. 17777 that is almost 11 percent of overall 
units of SMEs in the region. These units have an investment of Rs. 78.36 
Crore, i.e. 6.38 percent of overall investment made in the units in the 
region. And generate employment for 75338 persons i.e. 6.38 percent of 
total employment generated by the units in the eastern region. After 
Varanasi, Allahabad district comes on the second rank that contributes 
10.63 percent in number of units, 11.72 percent in investment and 10.49 
percent in overall employment generation of the region. Jaunpur 
district having the cluster of carpet weaving industries, have only 8933 
units of SMEs, i.e. 5.52 percent of all the units in the State but the second 
largest contributor in the overall gamut of investment of the region with 
8.13 and 5.84 percent respectively. In order to harness the resources and 
optimize the industrial potential in the region, the region has only one 
industrial development authority namely, Gorakhpur Industrial 
Development Authority (GIDA). That has been created on New Okhla 
Industrial Development Authority (NOIDA) pattern in the year 1989 by 
the Government of Uttar Pradesh with Gorakhpur as its Headquarter. 
GIDA has been designed to emerge as a Model Industrial Township 
with the latest technology and modern urban facilities. It is proposed to 
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develop the area in the shape of a New Gorakhpur City. Figure- 4.6 
shows that in eastern region Varanasi and Allahabad has the maximum 
chunks of the industries. Sultanpur and Balia with the similar rate come 
after Varanasi and Allahabad. While, other districts have the industries 
in an approximate equal proportion that varies from 3 to 5 percent. 
4A.4- Western Region: 
In western region, Agra; Bareilly; Meerut; Moradabad; 
Saharanpur are the divisional offices. Agra is the biggest centre for 
shoe-manufacturing in the country. Apart from this, some other 
traditional centers for leather and leather products manufacturing are 
also in Uttar Pradesh. Noida has recently emerged as another major 
centre especially for leather footwear and leather garments. Noida 
provides very good infrastructural facilities. Establishment of footwear 
design and development institute (FDDI) in Noida is expected to 
promote more footwear. NOIDA, the industrial citadel of Uttar 
Pradesh, was established under the U.P. Industrial Area Development 
Act in 1976. It has been carefully developed to render the 'One Stop 
Shop' concept in its true sense which makes it perhaps the only 
Integrated Industrial Township of its kind in the country. It has been 
set-up with a strong industrial base with a comprehensive development 
of all infrastructure viz.; Residential, Commercial, Institutional, 
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Recreational and Public amenities. A highly integrated township with a 
location which can not be matched, it is like being in Delhi without 
actually living there. 
Meerut is another centre for production of sports goods. Aligarh 
for lock industry, Bareilly for its artisan zari works, Kannoj for 
fragrance industry, Moradabad for its metal works Saharanpur for its 
wood crafts, Khurja in Bulandshahar is for clay works, Ghaziabad for 
its electrical and miscellaneous industries have their identity in the 
world. In totality the western region plays a vital role in States 
industries, employment generation, revenue generation and more 
important export earnings generation. It is simply because that majority 
of districts having industrial background lie in this region. The major 
destinations for the exports of goods from the region are USA, UK, 
Germany and gulf countries for art metal ware, leather and leather 
goods, gems and Jwellery, engineering and builders' hardware and 
miscellaneous items. As shown in the table- 4.7, the region over-all has 
the 291125 units that have the investment of 3314.95 Crore and generate 
employment for 1226713 peoples. In overall region Meerut is having the 
maximum number of SMEs, i.e. 33974 units that is almost 12 percent of 
overall units in the region. It is due to that Meerut is the largest centre 
for small and tiny repairing and servicing industries along with the 
SM
Es
 
in
 
Ut
ta
r 
Pr
ad
es
h 
Ta
bl
e-
4.
7 
D
is
tr
ic
t' 
w
is
e 
St
at
us
 
o
f I
nd
us
tri
es
 
in
 
th
e 
W
es
te
rn
 
Re
gi
on
 
(U
p 
to
 
M
ar
ch
, 
20
07
) 
S.
 
N
o.
 1 2 3 4 5 6 7 8 9 10
 
11
 
12
 
13
 
14
 
.
.
.
 
N
am
e 
of
 
th
e 
D
is
tri
ct
s 
A
gr
a 
A
lig
ar
h 
A
ur
iy
a 
B
ad
au
n
 
B
ag
pa
t 
Ba
re
iU
y 
Bi
jno
re 
B
ul
an
ds
ha
ha
r 
Et
ah
 
Et
aw
ah
 
Fa
rr
uk
ha
ba
d 
Fi
ro
za
ba
d 
G
au
ta
m
bu
dh
 
N
ag
ar
 
G
ha
zi
ab
ad
 
N
um
be
r 
of
 
U
ni
ts
 
15
62
9 
11
63
4 
11
80
 
10
43
4 
37
38
 
17
86
6 
77
48
 
21
77
3 
69
59
 
74
42
 
12
76
5 
78
58
 
81
16
 
23
25
1 
%
of
 
To
ta
l 
5.3
7 
4.
00
 
0.4
1 
3.5
8 
1.2
8 
6.1
4 
2.
66
 
7.
48
 
2.
39
 
2.
56
 
4.
38
 
2.
70
 
2.
79
 
7.9
9 
In
ve
st
m
en
t 
(in
 
R
s. 
Cr
or
e) 
13
1.
71
 
11
2.
46
 
9.3
4 
62
.2
8 
15
.70
 
11
2.
99
 
52
.4
 
15
2.2
6 
50
.9
5 
76
.8
5 
57
.5
7 
78
.2
3 
55
1.0
6 
46
3.
01
 
%
of
 
To
ta
l 
3.
97
 
3.3
9 
0.
28
 
1.8
8 
0.
47
 
3.
41
 
1.5
8 
4.
59
 
1.5
4 
2.
32
 
1.7
4 
2.
36
 
16
.6
2 
13
.9
7 
Em
pl
oy
m
en
t 
81
09
4 
49
33
3 
38
11
 
36
04
4 
13
62
1 
71
03
4 
29
46
5 
87
00
1 
24
18
1 
22
80
7 
55
22
4 
48
86
6 
65
83
6 
11
49
83
 
%
of
 
To
ta
l 
6.
61
 
4.
02
 
0.3
1 
2.9
4 
1.1
1 
5.7
9 
2.
40
 
7.0
9 
1.9
7 
1.8
6 
4.
50
 
3.
98
 
5.
37
 
9.
37
 
Co
nt
in
ue
 
o
n
 
Ne
xt
 
Pa
ge
 
SM
Es
 
in
 
Ut
ta
r 
Pr
ad
es
h 
Ta
bl
e-
 
4.
7 
(C
on
tin
ue
) 
S.
 
N
o.
 
15
 
16
 
17
 
18
 
19
 
20
 
21
 
22
 
23
 
24
 
25
 
26
 
N
am
e 
of
 
th
e 
D
is
tri
ct
s 
Jy
ot
ib
af
ul
e 
N
ag
ar
 
K
an
na
uj 
M
ah
am
ay
a 
N
ag
ar
 
M
ai
np
ur
i 
M
at
hu
ra
 
M
ee
ru
t 
M
or
ad
ab
ad
 
M
uz
af
fa
r 
N
ag
ar
 
Pi
lib
hi
t 
R
am
pu
r 
Sa
ha
ra
np
ur
 
Sh
ah
jah
an
pu
r 
TO
TA
L 
N
um
be
r 
of
 
U
ni
ts
 
22
50
 
16
89
 
22
79
 
48
34
 
10
78
4 
33
97
4 
15
33
9 
20
60
8 
88
21
 
94
56
 
13
90
7 
10
79
1 
29
11
25
 
%
of
 
To
ta
l 
0.
77
 
0.
58
 
0.
78
 
1.6
6 
3.7
0 
11
.6
7 
5.2
7 
7.
08
 
3.
03
 
3.
25
 
4.
78
 
3.
71
 
10
0.
00
 
In
ve
st
m
en
t 
(in
 
R
s. 
Cr
or
e) 
19
.2
5 
61
.2
5 
41
.8
9 
68
.4
1 
12
8.
11
 
44
0.
94
 
86
.2
3 
26
8.
5 
53
.0
5 
51
.2
 
98
.5
3 
70
.7
8 
33
14
.9
5 
%
of
 
To
ta
l 
0.
58
 
1.8
5 
1.2
6 
2.
06
 
3,
86
 
13
.30
 
2.
60
 
8.1
0 
1.6
0 
1.5
4 
2.
97
 
2.
14
 
10
0.
00
 
Em
pl
oy
m
en
t 
62
28
 
46
54
 
68
82
 
17
18
8 
43
42
8 
15
45
37
 
62
50
4 
78
03
3 
23
18
7 
30
40
2 
60
11
3 
36
25
7 
12
26
71
3 
%
of
 
To
ta
l 
0.
51
 
0.
38
 
0.5
6 
1.4
0 
3.5
4 
12
.60
 
5.1
0 
6.3
6 
1.8
9 
2.
48
 
4,
90
 
2.
96
 
10
0.
00
 
So
ur
ce
: 
D
ire
ct
or
at
e 
of
 
In
du
st
rie
s, 
U
tta
r 
Pr
ad
es
h,
 
20
06
-0
7 
SM
Es
 
in
 
U
tta
r 
Pr
ad
es
h 
P
a
g
e 
| 1
82
 
Fi
gu
re
- 4
.7
 
D
ist
ric
t-W
ise
 
Co
m
po
sit
io
n 
o
f S
M
Es
 
in
 
W
es
te
rn
 
Re
gi
on
 
Pi
lib
hi
t. 
3%
 
Sa
ha
ra
np
ur
 
R
am
pu
r 
-
*
%
-
3%
_
 
Sh
ah
jah
an
pu
r 
4%
 
M
uz
af
fa
r 
N
ag
ar
 
7%
 
M
or
a 
da
 
ba
d 
5%
 
Fa
rr
uk
ha
ba
d 
4%
 
G
au
ta
m
bu
dh
 
N
ag
ar
 
3%
 
So
ur
ce
: 
Ta
bl
e-
 
4.
7.
 
N
ot
e:
 
D
ue
 
to
 
th
e 
ro
u
n
di
ng
 
of
f 
th
e 
fig
ur
es
 
th
e 
m
ea
n
 
by
 
'0
%
' 
is 
le
ss
 
th
an
 
th
e 
u
n
ity
.
 
SMEs in Uttar Pradesh P a g e [183 
cluster of sports goods. Meerut is also having its fame due to the 
scissors industry located here. As depicted by figure- 4.8 that all the 
districts of the western region contribute more than or almost equal to 
the unity in overall number of units of the region except the Auriya 
district. It is only district of the region which is relatively industrially 
backward district. Apart from this, each and every district of the 
western region have something to contribute in the number of units, 
investment, production, export and employment of the region. By 
comparing the figure it can be stated that the western region is having a 
great edge on the other regions. 
4.5- Activities for Promotion of SMEs in Uttar Pradesh: 
The main motto of liberalization policy is to minimize the role of 
Government and maximize the influence of market forces. But the pace 
of implementation of liberalization policies in India has been slow. At 
State level it is relatively much gradual. Yet Government has a key role 
in operation of business. The active role of Government in the economy 
affects small business in many ways across all the stages of small 
business during its life-span. Broadly, three stages are identified, i.e. 
entry stage (setting-up of business), operative stage and exit stage. 
Normally, Government's facilitations are for the first and second stage. 
Exit stage is not encouraged by the Government. Here a brief account of 
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the facilities and promotional activities of State Government has been 
taken. 
4.5.1- Uttar Pradesh Industrial Consultancy Service: 
The new fund was established in 1998 to facilitate the 
entrepreneurs about the knowledge of new technology, productivity 
improvement and to improve the standard of production. The major 
objectives of this scheme can be summed up as, 
• To facilitate the entrepreneurs in selection of industry. 
• To provide the technological knowledge in different subjects. 
• To improve the working capacity of workers, working in 
different units. 
• To prepare the project reports of different business, reports about 
the availability of raw materials and marketing of products. 
• To provide the project and other reports to the entrepreneurs. 
• To provide the different books, research papers, reports, survey 
reports on entrepreneurship and other related themes. 
But unfortunately the scheme is confined only to the establishment 
of a library in the office of directorate of Industries, Kanpur only. The 
library is totally having a collection of outdated books, information etc. 
No further developments have been done in this regard. 
4.5.2- Industrial Estates: 
Industrial estate service was started in the second five year plan. 
The main objective of an industrial estate is to provide land/shade and 
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services etc. Apart from this, it aims to motivate for establishing, 
expanding and re-innovating the small business. 
4.5.3- District Industrial Centre Scheme: 
The district industrial center scheme was inaugurated in the 
financial year 1978-79 with an aim to fulfill the following objectives. 
• To provide all the information under one roof about the 
establishment of units and facilities for establishment. 
• To facilitates the management of establishments, technical 
information, entrepreneurs hip development, survey information 
for the development of small business. 
For fulfilling the above objectives, the State Government has a 
district industrial centre in each district of the State. The district 
industrial centre is managed by the chief manager as the head with 
some other mangers, such as, manager marketing, manger planning, 
manager loan etc. 
4.5.4- Single table Settlement: 
Single table settlement scheme was initiated from 1st January, 
1999. The main objective of this scheme is to get rid of various hassles of 
acceptance, objection, licenses etc. and to facilitate entrepreneur's one 
spot settlement of all the problems. To ascertain the proper 
implementation of this, the chief manager of district industry centre is 
made responsible. 
SMEs in Uttar Pradesh P a g e | 186 
4.5.5- Entrepreneurship Development Programmes: 
The proper functioning and operation of an enterprise require the 
trained and expert entrepreneurs. Expert and trained entrepreneurs 
could only be possible through the proper training and development. In 
Uttar Pradesh all the training and development programmes are 
governed and sponsored by the State directorate of industries. This 
scheme is in operation since 1978-79. 
4.5.6- Prime Minister Rozgar Yojna (PMRY): 
Prime Minister Rozgar Yojna (PMRY) is one of the important 
schemes of Central Government to provide the employment facilities 
especially to young people. The directorate of industries of Uttar 
Pradesh is the main governing authority for the scheme in U. P. The 
main objective of this scheme is to motivate the economically backward, 
young and literate people for self employment by establishing their 
own small business. 
4.5.7- Re-habilitation of Sick Units in the State: 
Sickness of a unit is the great matter of concern not only for the 
entrepreneurs but also for the Government. Non availability of working 
capital, financial services, disrupted supply of electricity, management 
in-efficiency etc. are the major causes of sickness for a unit. After 
becoming sick, a unit becomes disable to produce as per its capacity. 
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That result in the close down of the unit. This close down causes non 
realization of loans provided to the unit by several agencies. The people 
engaged in the unit become unemployed. Production declines and the 
capital invested in the unit become un-productive. So, due to these 
consequences Government is much concerned about the re-habilitation 
of the units. To facilitates the units Government issued an order no- 959, 
dated 9/6/2004. After that an identification work for sick units has 
started. And the identified sick units have been re-habilitated 
successfully. 
4.5.8- State Small Industry Award Scheme: 
To honor the most successful and attractive small entrepreneurs, 
the State small industry award scheme was started in the financial year, 
1987-88. Basically, three prizes are given and along with 10 consolation 
prizes are also given. The first prize includes an amount of Rs. 25,000 
cash with a gold medal and a memento. The second prize includes an 
amount of Rs. 20,000 cash with a silver medal and a memento. The third 
prize includes an amount of Rs. 15,000 cash with a bronze medal and a 
memento. The conciliation prize includes an amount of Rs. 2000 cash 
with a memento. 
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4.5.9- Special Economic Zones (SEZs): 
Since 1999, Govt, of India has taken several steps to facilitate and 
boost exports and foreign direct investment in the country. Department 
of Commerce and Industries of Govt, of India has announced a scheme 
to set up "Special Economic Zones (SEZs)" in the States under "Import 
and Export Policy " announced in year 2000-2001. GOI has accorded in 
principle approval for establishing four SEZs in the State of U.P. at 
Kanpur, Bhadohi, Gr. Noida and Moradabad. These Special Economic 
Zones (SEZs) are being developed among these cities. The acquisition of 
land for SEZ- Kanpur for 1217 acres and SEZ Bhadohi for 546 acres has 
been done by UPSIDC. The SEZ of Moradabad has been approved by 
the Government of India for handicraft industry. It is appreciable that 
Uttar Pradesh is the first State in India, which has legislate SEZ Act. 
Confirming to the SEZ Act, 2005 and SEZ rules-2006 has published its 
SEZ policy-2006. Presently, Uttar Pradesh has 10 SEZs and various 
others are under establishment process. 
4.5.10- SMEs Cluster Development Plan: 
The cluster development scheme in Uttar Pradesh initiated via 
order No- TM/UNDP/2005dated 14.03.2006. The main objective of this 
scheme is to develop the SMEs in the form of clusters so that they could 
maximise their production capacity, standard and quality. The scheme 
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is totally based on the principle of Public Private Partnership (PPP). The 
Central Government contribute the 80 percent of cluster project's cost 
and rest 20 percent is contributed by the State Government and S.P.V 
together. Fifty eight clusters have been accepted by the central 
Government and various others are under consideration. 
4.5.11- Technology Up-gradation Plan: 
To improve the productivity, production and quality standard of 
the produce, latest technology is mandatory. Therefore, State 
Government has taken an initiative to upgrade the existing technology 
of the enterprises by introducing the technology up-gradation scheme 
from 16th January, 2007. As per the plan the following facilities are being 
provided. 
• 50 percent of actual amount spending in purchase and import of 
such technology that could improve the quality and production 
from the recognised institutes/Government Institutes, research 
centres or Rs. 2.50 lacks whichever is less will be contributed by 
the State Government. 
• For required additional machinery to improve the production 
and quality, Micro and small enterprises will have to pay only 50 
percent of capital or Rs. 2.0 lacks whichever is less. 
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• To acquire the ISI and ISO standards the enterprise will have to 
pay 50 percent of total expenditure or Rs. 2.0 lacks whichever is 
less. 
* The micro and Small enterprises will have to pay the 90 percent 
or Rs. 50,000 whichever is less of the expenses incurred in market 
and technological studies and consultation from the recognises 
institutes. 
4.5.12- ASIDE Scheme: 
The Critical Infrastructure Balancing (CIB) plan to eradicate the 
infrastructural hassles in exports and to motivate the exports was 
continued by the State Government with the support of central 
Government up-to the financial year 2001-02. This scheme has earned 
the grand success in establishment of infrastructural facilities though 
out the State. Since, 2002-03 the Government of India is governing the 
Assistant to State for Development of Export Infrastructure and other 
Allied Activities (ASAAIDE). The nodal agency for the plan is UPSIDC 
and export commissioner, U. P. is the nodal officer. 
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4.6- Institutional Support for SMEs in Uttar Pradesh: 
4.6.1- Predeshiya Industrial & Investment Corporation PICUP 
(www.pkupindia.com, 2008). 
The Predeshiya Industrial & Investment Corporation of U.P. Ltd., 
(PICUP) is a nodal agency to foster industrial growth and development 
in Uttar Pradesh. It provides a number of schemes of financial 
assistance to help new industries to come up and assists existing 
Industrial units to modernize industries in the medium scale and large 
scale. 
4.6.2- Uttar- Pradesh Financial Corporation (UPFC) 
(www.upfcindia.com, 2008): 
The Uttar- Pradesh Financial Corporation (UPFC) was set up for 
industrial development of Uttar Pradesh through promotion of small 
scale industries. It however, can jointly participate with PICUP/Banks 
for promotion of medium scale projects too. 
4.63- Uttar Pradesh Industrial Development Corporation (UPSIDC) 
(www.upsidc.com, 2008): 
The Uttar Pradesh Industrial Development Corporation Ltd 
(UPSIDC) is the infrastructure development corporation of Uttar 
Pradesh. It promotes industrial development by developing industrial 
areas and to provide special consultancy services. 
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4.6.4- Udyog Bandhu (wwwMdyogbandhu.org, 2008): 
The Udyog Bandhu is a Non Profit body set up by the 
Government of Uttar Pradesh to provide single window assistance to 
industries being set up in Uttar Pradesh. It acts as 'Single Window' for 
providing all the clearances required for setting up an industry. Besides, 
solving various problems of existing and upcoming industries, it works 
as a bridge between industries/industrial association and Government 
departments. Other important function of Udyog Bandhu include to 
assist Government in policy formulation, getting studies conducted 
related to different aspects of lndustnal/infrastrucrural Development 
4.6.5- Uttar Pradesh Small Industry Corporation Ltd: 
U. P. small industry corporation was established in 1958. The 
corporation is registered under the Indian companies Act 1956. The 
head office of the corporation is 110, industrial estate, fazalganj, 
Kanpur. The mam objectives of the corporation are 
• To provide the required raw material on a reasonable price to the 
small units. 
• To provide the marketing assistance to the small units 
production. 
• To provide the help by project counseling in technology, 
machinery, raw material and marketing, in case of establishment 
of new units 
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The corporation has its authorized capital of Rs. 25.00 Crore and 
paid-up capital of Rs. 5.96 Crore. 
4.6.6- Uttar Pradesh Export Corporation Ltd: 
The Uttar Pradesh Export Corporation Ltd. was established as a 
public limited Government company under the Indian companies Act 
1956, at 20 January, 1966. The objective of the corporation was to 
motivate the export of diverse goods from the State. In 1971 the State 
Government has transferred the U. P. handicraft department to the 
corporation. That added the promotion and development of handicraft 
and artisans industry in the objective. 
4.6.7- Industrial Developmettt Authorities: 
For speeder & planned industrial development, U.P. Govt, has set 
up industrial Development Authorities viz. New Okhla Industrial 
Development Authority (NOIDA) at outskirt of Delhi, Sathariya 
Industrial Development Authority (SIDA) at Jaunpur, Gorakhpur 
Industrial Development Authority (GIDA) at Gorakhpur & Bhadohi 
Industrial Development Authority (BIDA) at Bhadohi and Greater 
Noida Industrial Development Authority (GNIDA) to provide total-
infrastructure for setting up industrial units. 
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4.7- Concluding Remark: 
In sum up, Uttar Pradesh (U. P.) has a potential to take the 
leading position in terms of the revenue and employment generation as 
the State already on a leading front in terms of number of units. The 
State should impart an impetus for growth through a reforms based 
agenda. The Government should set the SMEs sector in its priority list 
with simulations of agriculture sector. There is an immediate need to 
analyse unexplored areas of SMEs sector and they should be given the 
first hand support to grow, including the IT, Bio-Technology etc. 
throughout the State. An enabling environment for private sector 
growth needs to be created in Uttar Pradesh (U. P.). 
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Chapter- 5 
Growth Performance of SMEs 
The preceding chapter has dealt with the industrial scenario as 
regard to SMEs in Uttar Pradesh. The chapter has discussed the status 
of SMEs in Uttar Pradesh in a classified way. The classification that has 
been used in the chapter includes the cluster-wise classification, 
industrial group-wise classification, etc. The chapter has also presented 
the composition of SMEs in tiers, i.e. state-wise, region-wise and 
district-wise composition of SMEs in Uttar Pradesh. In the present 
chapter the growth performance of SMEs in Uttar Pradesh viz-a-viz in 
India have been discussed. 
5.1- Introduction: 
The overall performance and growth of SMEs is generally used to 
describe in terms of its absolute growth of the basic parameters, such as, 
Number of Units, Production, Employment and Exports etc. Various 
studies, such as, (Mishra, 2006), (Hussain, 2004), (Balasubramanya, 
1999), (Singh, 1998), (Garg, 1996) etc. have used the parameters 
mentioned above to access the growth performance of SMEs in India. 
In the light of these studies the researcher has taken the three 
parameters, namely, Number of Units, Production and Employment to 
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measure the growth performance of SMEs in India and Uttar Pradesh as 
well. 
The analysis presented in the chapter is aim to know the trends of 
these variables over a period of time. For this purpose the entire study 
period has been divided between two sub periods, one is the Pre-
Liberalization period i.e. from 1980-81 to 1991-92 and another is the 
Post-Liberalization period, i.e. from 1992-1993 to 2005-06. The overall 
growth of the two sub-periods has been compared to know, how the 
sector is coping with the challenges and changes in the intensifying 
competitive environment, the environment, which emerged after 1991 
with the introduction of liberalization measures. 
Moreover, the relative share of SMEs of Uttar Pradesh in All 
India has been analyzed. This will be helpful to know the trend of Uttar 
Pradesh share in overall SMEs of the country. 
5.2- Growth Performance of SMEs in India: 
The trends in the number of units, production and employment 
generated in SMEs at all India level have been shown in table- 5.1. The 
table reveals that Number of Units of SMEs has increased from 8.7 
million in 1980-81 to 128.4 million in 2006-07 over the entire study 
period of 27 years at an annual average growth rate of 12.4 percent. 
Moreover in the pre-liberalization period, i.e. from 1980-81 to 1991-92, 
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the SMEs recorded the annual average growth rate of 17.93 percent, 
while in the post liberalization period the annual average growth 
remained only 4.07 percent. 
Further table-5.1 also shows the figures at the interval of 5 years 
with 5 quanquinal. The yearly data has been given in the Appendices 
table- A5.1. it exhibits that in the first quanquinal period, i.e. from 1980-
81 to 1985-86 the number of units increased from S.7 million to 13.5 
million. In the second quanquinal, i.e. from 1986-87 to 1990-91 it rose to 
67.9 million. The third, forth and fifth quanquinals (i.e. from 1991-92 to 
1995-96, 1996-97 to 2000-01 and 2001-02 to 2005-06 respectively) 
continued to witness the acceleration trend with the figures of 82.8, 
101.1 and 123.4 millions respectively. 
The comparison of post-liberalization period with the pre-
liberalization period shows that growth-rate in Number of Units, has 
declined from 17.93 percent to 4.07 percent, i.e. approximately 4.5 time 
less than the growth in the pre liberalization period. This may be due to 
the increase in the competition for the domestic players due to the 
introduction of MNCs. 
On the other hand the average number of units established in the 
post liberalization period is relatively more than the pre-liberalization 
period. The CV percent during both the sub-periods, as given in table-
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5.1, shows that the growth in post liberalization is relatively more 
stable. 
Figure-5.1 exhibits the annual percentage changes in the number 
of units of SMEs in all India. It is quite clear from the figure that there 
are minor fluctuations in the growth of number of units except in the 
year 1990-91. In the year 1990-91 major changes have occurred in the 
trend-line. In this year the number of units instantly increased to 67.9 
lakhs as against 18.2 lakhs in 1989-90 growing at 273.08 percent It was 
due to the fact that in the year 2003-04, the third All India census of SSIs 
2001-02 results were officially published. In the financial year 2003-04 
the ministry of SSI has re-adjusted the data of SMEs from 1991 onwards/ 
on the basis of the Third All India Census Results (RBI, 2004). It is also 
depicted from figure-5.1 that after 1991 the trend line of growth in 
number of units is quite lower than before 1991. It represents the 
deceleration trend after liberalization. 
As far as the production of SMEs is concerned, it is evident from 
table-5.1 that production of SMEs increased significantly in the post 
liberalization period. The production increased from Rs. 28100 Crore to 
Rs. 587196 Crore at an average annual growth rate of 11.19 percent from 
1980-81 to 2006-07. The pre and post liberalization performance of 
production of SMEs indicate that it has increased from Rs. 28100 Crore 
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to Rs. 84413 Crore at the annual average growth rate of 13.16 percent in 
the pre-liberalization period and from Rs. 84413 Crore to Rs. 587196 at 
13.76 percent in the post liberalization period. It shows that the post 
liberalization period is much favorable for the production. It may be 
due to that in the post liberalization more technology has been used. 
That is because the average production in the post liberalization is 
much higher than the pre-liberalization production, i.e. Rs. 243065.21 
Crore and Rs. 67226.42 Crore respectively. While the Co-efficient of 
Variance, (henceforth, CV percent) with the values 51.18 percent for 
post and 47.58 for pre-liberalization period shows that in the post 
liberalization the production has changed frequently. It may be due to 
the adoption of new technologies, fierce competition and exploration of 
new markets etc. 
The figure shows that as compared to number of units, there are 
more fluctuations in the trend line of production. The trend line of post 
liberalization is on a higher scale as compare to pre-liberalization. The 
overall trend line has a major dip in the year 1990-91. This may be due 
to the major global and domestic crisis in 1991. 
Employment generation is envisaged to exhibit the major 
characteristic of SMEs, As per the All India third Census of Small Scale 
Industry (2001- 02), it has been estimated that the Investment of Rs. 
100000 generates employment for at least 4 persons. 
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Table-5.1 shows that the employment generated by SMEs in India 
increased from 71.0 Million persons in 1980-81 to 312.5 million persons 
in 2006-07 at an annual average growth rate of 6.04 percent 
compounded over 27 years. The table also reveals that the number of 
persons employed in SMEs increased to 96 million in 1985-86 as against 
the 71 million in 1980-81. After the second quanquinal period it reached 
to 158.3 million in 1990-91. The third, forth and fifth quanquinal periods 
have also recorded the acceleration trend in the employment 
generation. The pre and post liberalization trends show that the growth 
rate of persons employed in SMEs sector is relatively higher 7.62 
percent in the pre-liberalization period while; it is 4.10 percent in the 
post liberalization. This may be due to the decline in the growth of 
number of units during the period. As number of units have a direct 
impact on employment, more units leads to more employment. On the 
other hand, liberalization and globalization have brought the 
technological advancement in the sector that results reduction in the 
human workforce. 
Figure-5.1 exhibits that on the employment front the SMEs are on 
a leading position. Employment trend line of the SMEs sector is running 
by almost a constant trend with a very minor fluctuation. 
Thus, from the above discussion it could be summed up that the 
growth rate of the three parameters (number of units, production and 
employment) is relatively slower or lesser in the post liberalization. But 
the average of these parameters is relatively higher in the said period. 
5.3- Growth Performance of SMEs in Uttar Pradesh: 
Uttar Pradesh is one of the major states of India. It has 
approximately cumulative number of 5, 82,205 industrial units out of 
which only 1601 units are heavy industries and rest are the Small and 
Medium industrial Units (Directorate of Industries, UP, 2008). The 
growth trends and performance indicators of SMEs in U. P. for the 
selected years have been shown in tabIe-5.2. For the year-wise 
performance see appendix, table-A5.2. Like table-5.1, table 5.2 contains 
the basics parameters like, establishments of units, production made by 
them and employment generated thereof. The figures are in both the 
terms absolute as well as in percentage growth. 
It can be found from table- 5.2 that number of units established in 
U. P. have grown over the years from 7,953 in 1981-82 to 28,487 in 2006-
07 at an annual growth rate of 3.25 compounded over a period of 27 
years. The primary inspection of the figures with quanquainal interval, 
given in the table 5.2 clarifies that in Uttar Pradesh establishment of 
number of units have no systematic trend over the entire study period. 
In the first quanquinal the number of units has increased from 7952 to 
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16584 with an annual average growth rate of 6.70 percent. In the second 
quanquinal i.e. from 1985-1986 to 1990-91, it further increased from 
16584 to 30248 with an annual growth rate of 12.33 percent. In the third 
quanquinal period a decline has been recorded in the units from 30248 
to 29627 with an annual growth rate of 17.40 percent. Thereafter, in the 
forth quanquinal there has been an improvement and it reached from 
29627 to 31023 with an annual average growth rate of 1.08 percent only. 
Again in the fifth quanquinal it slipped from 31023 to 30282 with an 
annual growth rate of -0.71 percent and in the year 2006-07, it further 
declined to 28487 in 2006-07. Thus, these mixed quanquinal trends show 
the uncertainty after the 1990-91. 
The comparison of pre and post-liberalization trends, (given in 
table- 5.2) shows that in the post-liberalization the growth has declined 
relatively. In the pre-liberalization the average annual growth rate was 
11.79 percent, while in the post liberalization it came down to a mere of 
2.42 percent. It may be because of the pressure of liberalization and 
globalization policies as well as the various social and economic factors, 
such as, frequent changes in the government policies due to the change 
in the government, separation of a new state namely Uttrakhand in 
2001 etc. The gradual pace of liberalization in the state may also be the 
possible reason behind this trend. On the other hand, the average 
Growth performance of SMEs 
number of units established in the post liberalization period is higher 
than that of the pre-liberalization period, i.e. 28977.4 and 19300.33 
respectively. However the annual average growth rate is observed to be 
less than the former sub-period than in the later sub-period. Greater 
instability can be observed in the number of units during pre-
liberalization period as compared to during post-liberalization period. 
The trends furnished in the table- 5.2 are also depicted in figure-
5.2. The figure exhibits that in the post liberalization period there are 
several points where the growth has attained the negative figures. But 
the major dip is in the year 1994-95 where the growth has reached to the 
lowest level of -81.61 percent. On the other hand the highest level of 
growth reached in the subsequent year (i.e. 1995-96) to 391.08 percent. 
The gross output of SMEs in Uttar Pradesh contributes a 
significant part not only in the overall industrial production of the state 
but also in the countries production. The major reason for this is that 
major industrial clusters that contribute in the exports of the country lie 
in Uttar Pradesh. Some of them include the leather works, food 
processing, carpet works and metal works etc. The production figures 
as depicted by the table-5.2 shows the picture of the out put of the units 
established over a period of time in the state. The production figures of 
each year are at current prices (Directorate of Industries, U.P., 2006). It 
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has been observed from table -5.2 that the production of SMEs in Uttar 
Pradesh has risen from Rs. 94 Crore in 1980-81 to Rs. 944.08 Crore in 
2006-07 at a slower annual average growth rate of 4.13 percent 
compounded over 27 years. The period wise break-up in quanquinal 
has revealed irregular pattern of growth of production. As in the second 
quanquinal (i.e. from 1985-86 to 1990-91) the production has declined 
relatively to the first quanquinal i.e from Rs. 321 Crore to Rs. 258.12 
Crore. After registering a growth in the third and forth qunquinal it 
further declines in the fifth quanquinal. After the fifth quanquinal it 
reached at the level of Rs. 372.71 Crore. These fluctuations may be 
attributed to the fluctuations in prices and fluctuations in the number of 
units. As the production is directly related to the number of units, so 
any fluctuations in the number of units may leads to the fluctuations in 
the level of production. The production has grown up from Rs, 94 Crore 
to Rs. 347.11 Crore at 8.46 percent in the pre-liberalization period. While 
in the post-liberalization period it grew relatively at a much slower rate 
of 0.74 percent only. But it reached from the level of Rs. 448.99 Crore to 
944.08 Crore. The trend is more surprising in the term that the post-
liberalization period is more technology oriented. But despite the 
improvement in technology there has been some gloomy picture. It may 
be due to that production depends on so many other factors also. Along 
Growth performance of SMEs 
with other factors, the major clusters of Uttar Pradesh are either of 
traditional industries based on the indigenous technology or of small 
size. They face problem of finance to upgrade their existing technology. 
The trend of mean and CV percent of production are quite similar to 
that of number of units. Like in the number of units the average 
production and stability in the growth of production is relatively higher 
in the post-liberalization. Figure-5.2, exhibits that the trend of growth in 
the production is very much volatile. As it is already clear from the high 
co-efficient of variance of growth given in table-5.2, that the trend of 
production is highly volatile with a figure of 282.08 percent. The trend 
line of production has eight negative dips with the highest dip of -50.82 
in 2000-01. It may be due to that in 2001 a state of 13 districts, namely 
Uttrakhand was separated from U.P, With that 34809 units, producing a 
production of Rs. 615.19 Crore and generating employment for 100450 
persons were slashed from the figures of Uttar Pradesh (Directorate of 
Industries, U.P., 2004). It is interesting to see that the extremes of the 
trend lines lie almost on the same level. This shows that the growth of 
production of SMEs did not accompany the growth in number of units. 
Table- 5.2 also contains the trends in the employment generated 
in SMEs in Uttar Pradesh (U.P.). Employment has increased from 75543 
persons in 1980 to 120876 persons in 2006-07 at an annual average 
growth rate of 0.83 percent. It can also be seen from the table that the 
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number of persons employed in Small and Medium Enterprises (SMEs) 
has increased in the first and second quanquinal period. While in the 
third and forth quanquinal it decreased and in the fifth quanquinal it 
further increased. The comparison of pre and post liberalization periods 
shows that the pre- liberalization period has recorded the relatively 
higher growth of employment. In the pre-Hberalization period the 
number of persons employed rose to 137647 in 1991-92 from 75543 in 
1980-81 with a growth rate of 6.78 percent While in the post-
liberalization period it reached to 117240 persons in 2006-07 from 
120876 persons in 1992-93 at an annual average growth rate of 3.85 
percent. This significant decline in the growth rate of employment may 
be due to that in the post-liberalization period comparatively more 
advance technology has been used that may cause a reduction in 
workforce. The average employment generation in the pre-Hberalization 
is comparatively higher i.e. 99451.25 persons for pre-liberalization and 
95982.4 persons for post-liberalization. CV percent for absolute figures 
is almost same for both the periods i.e. 27.23 and 27.56 respectively 
while, the CV percent of growth rate is very much high in the post-
liberalization almost 4 times of pre-liberalization. Figure-5.2 shows the 
trend of employment over the entire study period. In years 1994-95 and 
1995-96 growth of employment is accompanied with the growth in 
Growth performance of SMEs 
number of units. It is very unfortunate to see that after great ups and 
downs the employment has registered a negative growth, i.e. -3.77 
percent in the year 2006-07, 
5.4- Growth of SMEs in Uttar Pradesh in Relation to that of All India: 
Uttar Pradesh is the largest state of India in terms of population 
and third largest in terms of area. Being a large state, U.P. has a good 
piece of cake in terms of its share in the number of units of Small and 
Medium Enterprises (SMEs). As per the third All India Census of SSIs 
(2001-02), Uttar Pradesh is having the 1707977 registered and un-
registered units i.e. 16.23 percent of the units in all India. So here in this 
section the researcher has made an attempt to trace out the share of the 
selected variables of U.P. in all India over the years. Table-5.3 gives the 
share of number of units, production and employment of SMEs of U.P 
those that of India. The table reveals that the share of Number of Units 
of U. P. in all India has declined significantly from 0.92 percent in 1980-
81 to 0.24 percent in 2006-07 with an annual average growth rate of -7.78 
percent. The annual average growth rate of percentage share was also 
negative in the pre and post liberalization periods, i.e. -5.46 and -0.82 
percent respectively. It shows that the percentage share of pre-
liberalization has declined sharply as compare to post-liberalization 
period. The average percentage share of pre-liberalization period (i.e. 
Growth performance of SMEs 
1.32) is higher than the average percentage share of post-liberalization 
(i.e. 0.29). The variation in the percentage share during pre-
liberalization and post-liberalization periods is almost the same. Figure-
5.3 clearly shows a sharp decline in the percentage share of number of 
units of U.R in all India after 1991. But after the 1991 the percentage 
share is showing a very strong trend with a minor decline each year 
that is because the trend line after 1991is more inclined towards the 
axis. 
As discussed in the previous section, the share of number of units 
of U. P. in that of all India has declined in the post-liberalization period. 
The same trend is continuing in the percentage share of production. The 
production share of SMEs in U.R as depicted in tabIe-5.3 has declined 
from 0.33 percent in 1980-81 to 0.16 percent in 2006-07 with an annual 
average growth rate of -5.46 percent. This shows that in the production 
of SMEs at all India the share of SMEs of U. P. has declined by almost 
half from 1980-81 to 2006-07. In the pre-Uberalization period the 
percentage share has declined relatively at a lower rate as in the post-
liberalization period, i.e. -4.10 and -11.76 respectively. The average 
share in production has also declined from 0.51 percent in the pre-
liberalization period to 0.32 percent in the post-liberalization period. Large in-
consistencies are observed in the share of production during post 
liberalization period as compare to during pre-liberalization period. 
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Growth performance of SMEs 
It can also be observed from the figure that declining trends are visible 
in most of the years during the study period. 
Unlike the share of number of units and production, the share of 
employment generated in SMEs in Uttar Pradesh with respect to that of 
all India is quite impressive as can be seen from table- 5.3. Though, over 
the entire study period the employment share declined from 0.77 
percent in 1980-81 to 0.47 percent in 2006-07 at an average annual 
growth rate of 4.59 percent. But in both the periods, pre and post 
liberalization it has increased significantly. In the pre-Iiberalization 
period the employment share increased by 0.45 percent while in the 
post liberalization period it was 1.38 percent. The averages of both the 
periods show that in the post-liberalization period the average 
percentage share was quite lower than the pre-liberalization period. It 
was 0.39 percent for the post liberalization period and 0.93 percent for 
the pre-liberalization period. Figure 5.5 exhibits the trend of percentage 
share of employment of SMEs in Uttar Pradesh in that of all India. The 
figure shows that in 1991, the percentage share of employment was at 
0.94 percent which started declining thereafter. In the year 1994-95 it 
reached at the lowest level of 0.15 percent. However a recovery can be 
noticed in most of the years after 1994-95. the later year shows the 
recovery with firm trends. 
Growth performance of SMEs 
It seems clear from the above discussion that the share of number 
of units and employment has declined relatively in the post 
liberalization period while,, the production witnessed irregular trends. 
5.5- Concluding Remark: 
The present chapter has traced out the growth performance of 
SMEs in India and Uttar Pradesh respectively. The growth performance 
of SMEs in Uttar Pradesh and at all India level have reflected almost the 
similar trend. The growth in number of units is relatively less but more 
stable in the post liberalization period in all the cases. More average 
units have been established, more average production have been made 
and more average employment has been generated in the post 
liberalization period. On the other hand, percentage share of Uttar 
Pradesh has declined relatively in the post liberalization period. To sum 
up, the economies of scale have increased but economies of growth 
have declined in the post liberalization period. 
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Chapter- 6 
Empirical Analysis of the Impact of 
Liberalization on the Growth and 
Development of SMEs 
In the previous chapter the growth trends of SMEs in India and 
U. P. have been discussed. The chapter has presented a comprehensive 
discussion of the growth trends in the study period of 27 years i.e. from 
1980-81 to 2006-07. The analysis made in the chapter reveals that during 
1980-81 to 2006-07 different indicators of growth of SMEs have 
registered a significant growth. The trends also demonstrate the fact 
that in the post-liberalization period/ the growth in different parameters 
(number of units, production, and employment) has declined from pre-
liberalization period to the post-liberalization period. In this chapter the 
statistical significance of the facts, demonstrated by the trends in the 
preceding chapter, has been tested. Basically the chapter is designed to 
test the hypothesis of the study, as mentioned in the first chapter. 
6.1- Introduction: 
A descriptive analysis of the data can only provide a first step 
towards an explanation of the reasons for a problem chosen for 
research. Theoretical reasoning and empirical testing of models are 
required to get more insight into the causes of the process involved in 
Empirical Analysis of the Impact of Liberalization on the 
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solving the research problem. Therefore, any study which aim to find 
out the impact of government policies on the performance of some 
variables, basically comes out with the two aspects theoretical aspect 
supported with the empirical analysis. The trends and the theoretical 
fact findings have been discussed in the preceding chapter. The present 
chapter is for the discussion of the analytical findings and hypothesis 
testing. Firstly the researcher has discussed the factor that may 
influence the growth of SMEs along with liberalization policies. And 
secondly the results of the empirical analysis for the study have been 
discussed. 
6.2- Various factors Affecting the Growth and Development of SMEs: 
The growth and development of SMEs is influenced by several 
economic as well as non economic factors. Here a brief discussion of a 
few important factors, which are likely to affect the growth and 
development of SMEs are discussed below. 
6.2.2- Characteristics and Mindset of Entrepreneur/Manager. 
Various theories, such as, theory of entrepreneurial choice and 
theory of stage of development have emphasised that the growth of 
firms depend on the characteristics of its owner/manager. Papadaki & 
Chami (2002), emphasised that general characteristics of the owner, 
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such as, age; gender; education etc., management know-how and 
motivation of the growth have a significant impact on the growth of 
firm. Moreover, Lucas (1978, assumes that a firm's output is a function 
of managerial ability as well as capital and labour. In the same way 
Kihlstrom & Laffont (1979), believe that production technology is 
risky, and that entrepreneurs who have the ability or propensity to take 
risks in the face of uncertainty will produce more output therefore, firm 
size is limited by the entrepreneur's willingness to take risks. So it is 
quite clear that an entrepreneur is influenced by several business 
environmental factors. 
6.2.2- Characteristics of Firms/Business: 
Strategic choices about starting of new enterprises or 
development of the existing one are expected to have an important 
impact on the growth performance of the enterprise. The characteristics 
of the firm/business include the firm size, its age, location, nature and 
type of the business etc. These characteristics have a direct impact on 
the growth of the firms. Here, a brief account of these characteristics has 
been taken. 
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6.2.2.1- Size of the Firm: 
The 'Gibrat's law' i.e. the most accepted law of firm size and its 
growth explains that there is no systematic correlation between growth 
and firm size (Wagner, 1992). It means that firms grow without the 
consideration of their size. But it is not applicable in Indian context. In 
India small firms are defined in terms of investment in plant and 
machinery that restrict them excessive use of technology,, that cause low 
quality products. 
6.2.2.2- Age of the Firms: 
Various studies have shown that the firms grow faster in respect 
to its age. The older firms grow faster than the younger firms (Birch, 
1987). 
6.2.2.3- Location of the Firm: 
Location of the firms also matter a lot. Those firms having the 
easy availability of raw material, labour and other resources, important 
for the product manufacturing grow relatively faster. In case of service 
providing firms availability of good customer base is mandatory. These 
all depends on the location where a firm is situated. 
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6.2.3- Nature and type of business: 
The nature and type of the business adopted by the firms decide 
its growth path. In the period of 1990's and thereafter, the computer 
production, hardware and software exports firms registered a 
spectacular growth while the growth in other industries were 
comparatively slow (Kumar, 2001). Like the software firms, there are 
other certain sector, such as, jems and Jwellery, food processing etc. 
These firms have a great export and growth orientation than others. 
6.2.4- Technological Change: 
Technological change in evolutionary economics is mainly 
referred to as innovation (Bhavani, 2006). Innovation consists of 
discovery, experimentation, development and adaptation of new 
products, production processes and organisational setup (Dosi, 1988). 
Several studies e.g. (Phillips & Kirchhoff, 1989), indicate that firms 
with better technology also grow faster. Good technological resources 
may generally serve as an indicator of a more successful corporate 
strategy and therefore stronger growth. Though, technology is not of 
equal importance for service based industries. 
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6.2.5- Entrance of New Players (MNCs) in the Domestic Market: 
The major consequence of economic liberalization is the openness 
of market for foreign players generally MNCs. MNCs have immense 
international capital resources; they are able to undercut local 
operations (or dump their products). MNCs do not always abhor 
working in collaboration with Indian firms (Menezes, 1999). MNCs use 
modern technology to replace the local technology already in use in 
production (Patnaik & Panda, 1992). SMEs sometimes become one of 
the numerous casualties of this. Apart from this the arrival of MNCs 
coupled with competition, affects the growth both negatively as well as 
positively. 
6.2.6- Corporate Competitive Strategies: 
Corporatisation of the business is the major characteristic of a 
liberalized economy. It results, the introduction of new business 
strategies regularly. These strategies, causes an intense competition in 
the market. According to Smallbone, North, & Leigh (1993), a small 
establishment's ability to adapt accordingly, to the changing market 
conditions has a major impact on its growth. Firms that can adapt are in 
a better position to respond to changes and crises, and thus ensure their 
survival and growth. 
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6.2.7- Human Resource: 
It is a well known fact that More 'high powered' the firm's labour 
force, the more growth potential it has. Against this, the growth may be 
impeded where highly qualified staffs are required because of the high 
recruitment and salary costs (Oakey, 1993). Therefore, in both the cases 
the growth of the firm is significantly influenced. 
6.2.8- Research and Development (R&D): 
Research and development (R&D) expenditure is a measure of 
knowledge intensity and of the absorptive capacity of the firm 
(Hadjimanolis, 2000). It is expected that those firms, which are engaged 
in R&D activities are assumed to have more growth potential as 
compared to businesses which do not perform R&D. On the other hand, 
R&D requires a great amount of expenditure. Thus, in case of India, 
SMEs are not much growth oriented. 
63- Our Approach to Empirical Testing: 
As discussed in chapter one, the objective of the present 
study are supported by the hypothesis that there is a significant impact 
of liberalization on the growth and development of small and medium 
enterprises in U.P. For testing this hypothesis three indicators of growth 
of SMEs have been identified as dependent variables for the empirical 
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analysis. They are Number of units of SMEs established each year, 
annual production of SMEs and employment generated by the SMEs 
annually. The present section is devoted to test the hypothesis 
mentioned above. Further basically three hypothesis have been framed 
to test the impact of liberalization on the growth and development of 
SMEs in Uttar Pradesh. 
These hypothesis include, 
Hypothesis #1: 
The Null Hypothesis assumes, Ho: There is no significant impact 
of liberalization on the growth of Number of Units of SMEs. Against the 
alternate hypothesis, Hi: There is a significant impact of liberalization 
on the growth of Number of Units of SMEs. 
Hypothesis #2: 
The Null Hypothesis assumes, Ho: There is no significant impact 
of liberalization on the growth of production of SMEs. Against the 
alternate hypothesis, Hi: There is a significant impact of liberalization 
on the growth of production of SMEs, 
Hypothesis #3: 
The Null Hypothesis assumes, Ho: There is no significant impact 
of liberalization on the growth of employment generated by SMEs. 
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Against the alternate hypothesis, Hi: There is a significant impact of 
liberalization on the growth of employment generated by SMEs. 
To test the above mentioned hypothesis, Trend analysis including 
Dummy Variables is carried out using Multiple Linear Regression 
Model fitted with the econometric technique of Ordinary least Square 
(OLS) of the type. 
In LV a + bit + b2Di + teDit + b4D2 + ut (1) 
In Et = a + bit + b2Di + bsDit + b4D2 + ut (2) 
In Pt= a + bit + b2Di + b ^ t + b4D2 + Ut (3) 
Where, 
Ut = No of Units of SMEs in year t 
Et= Employment in year t 
Pt= Production in year t 
t is the time variable, Di and D2 are the dummy variables to 
represent the impact of liberalization and the impact of State 
Government Industrial policy introduced in 1998-99 respectively. Di=0 
during 1980-81 to 1991-92 and Di=l during 1991-92 to 2006-07. D2 =0 
during 1980-81 to 1998-99 and D2=l during 1999-2000 to 2006-07. The 
dummy variable capturing the impact of liberalization occurs in the 
regression equation in two ways- as Di which represent the intercept 
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term and Dit to indicate the change in slope. The choice of this 
formulation is on the ground that we are interested in growth and not 
in absolute change. 
In the equations mentioned above if b2 is found to be statistically 
significant than one can accept the hypothesis that there is a significant 
impact of liberalization on the growth of Number of Units, production 
and employment of SMEs; reject otherwise. 
6.4- Results and Discussions: 
In our empirical analysis, for the estimation purpose, we have 
taken the log values of the dependent variables. While estimating the 
regression, a common problem, which is faced in most of the time series 
studies, is the problem of multi-collinearity. In an attempt to purge this 
problem equations have been re-estimated by dropping one 
explanatory variable after the other. In this way, four equations have 
been obtained in respect of each dependent variable. These variables in 
each case could be summed up as below. 
For Equation - 6.1 
In UP- a + bit + b2DT + bjDit + ut (6.1.1) 
In Ut= a + bit + b2Di + ut (6.1.2) 
lnUt=a + bit+ ut (6.1.3) 
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For Equation - 6.2 
In P^a + bit + b2Di + hsDit + ut 
lnPt=a + bit+ b2Di+ut 
lnPt=a+ bit + ut 
For Equation - 6.3 
In Et^  a + bit + D2Di + b3Dit + ut 
In Et= a + bit + b2Di + ut 
In Et=a + bit + ut 
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(6.3.2) 
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For each equation, our Null hypothesis is Ho: All estimated co-
efficient are insignificant and equal to zero, against the alternative 
hypothesis that they are significantly different from zero. 
The estimation results are reported in table- 6.1. It can be 
observed from table-6.1 that all explanatory variables, taken together, 
explain nearly 55.8 percent (R2=0.558) of the total variation in the 
growth of units of SMEs established each year. As we drop one 
explanatory variable after the other, the value of R2 declines. It is 
interesting to note that in case of the growth of units of SMEs, as high as 
40.5 percent variation is explained by the time variable alone which 
captures the influence of several other economic as well as non-
economic variables. It is perhaps because of this reason that the time 
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variable comes out to be an important significant explanatory variable 
in respect of units and productions of SMEs, while for employment; it 
does not find any strong support. 
All explanatory variables, taken together, explain 54.4 percent of the 
total variation in the growth of production and just 12.3 percent in case 
of employment. The time variable alone explains 44.0 percent variations 
in the growth of production and 4.7 percent in case of employment. 
In case of number of units the t statistic of the time (t) is 3.002, i.e. 
highly significant at 0.7 percent level of significance. And t statistic of 
Di, Dit and D2 are respectively 2.415, -2.565, and .945. These Di and Dit 
are significant at 2.5 and 1.8 percent level of significance respectively. 
However, D2 is found to be statistically significant at 35.5 percent level 
of significance for our data. On the other hand the F-statistic of all the 
explanatory variables, taken together is 6.944 i.e. significant at the level 
of 0.1 percent level of significance. 
Therefore, it may be summed up that the policy change of 1991 
has a significant impact on the number of units of SMEs in U.P. The 
proportionate impact of the policies of liberalization leads to less 
proportionate growth in the number of units of SMEs, which confirms 
the trends discussed in the previous chapter. Out of the total increase in 
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the number of units of SMEs nearly 57 percent is due to the impact of 
liberalization. Time that alone captures the various economic as well as 
non-economic factors has a significant impact. And out of the total 
increase in the number of units of SMEs nearly 4.8 percent is due to the 
impact of time. In the same way, the impact of liberalization with time 
is significant but it shows a negative impact on the growth of number of 
units of SMEs. On the other hand the industrial policy of 1998-99, 
introduced by the Government of Uttar Pradesh does not have any 
significant impact on the Number of Units of SMEs in the state. 
Thus, it is evident from the above discussion that in hypothesis # 
1 the null hypothesis that 'there is no significant impact of liberalization 
on the growth of Number of Units of SMEs' is rejected and the alternate 
hypothesis i.e. there is a significant impact of liberalization on the 
growth of Number of Units of SMEs is accepted. 
In case of another dependent variable i.e., production generated 
by the units established each year, has been taken for estimation. The 
results explain that the t-statistic of the independent variable time (t) is 
2.902, i.e. significant at 0.8 percent level of significance. The t- statistic 
for Dummy (D\), that represents the policy changes made by the 
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Empirical Analysis of the Impact of Liberalization on the 
Growth and Development of SMEs 
Government in 1991 in purview of liberalization, as discussed earlier, is 
1.806 that is significant at 8.5 percent only. 
The co-efficient of Di is also significant i.e. more than the half of 
the Standard Error. The t-statistic of the explanatory variables, time and 
dummy i.e. Dit is -2.213 is significant at the level of 3.8 percent. 
Correspondingly to the Number of units the D2 variable in this case is 
also in-significant with the t value of .963 at the 34.6 percent level of 
significance. In the mean time the F-statistic of all the explanatory 
variables taken together is 6,570 i.e. also significant at the 0.1 percent, 
indicating the overall fit of the regression line to our in signification. 
Thus, the liberalization policies have a significant impact on the 
production of SMEs in Uttar Pradesh (U.P.), Out of the total growth in 
the level of production of SMEs in Uttar Pradesh nearly 55.1 percent is 
due to the impact of liberalization. And only 6 percent is contributed by 
the time variable (as indicated by the values of R2. And rest is 
contributed by the other factors. When the impact of time and 
liberalization policies (Dit) on the production is accessed, it is found 
that both the explanatory variables taken together have a negative 
impact on the growth of the production in Uttar Pradesh. In contrast of 
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the above results the D2 shows no significant impact on the production 
of SMEs in Uttar Pradesh. 
Therefore, it is inferred from the above discussion that there is a 
significant impact of liberalization on the growth of production of SMEs 
in Uttar Pradesh (U. P.). So, in case of hypothesis # 2, the null 
hypothesis, i.e. there is no significant impact of liberalization on the 
growth of production of SMEs is rejected. And the alternate hypothesis 
i.e. there is a significant impact of liberalization on the growth of 
production of SMEs is accepted. 
Another dependent variable considered for the on-going analysis 
is employment generated by the units of SMEs each year. It shows a 
departure from the earlier results of our analysis. The estimation co-
efficient, of the explanatory variables time (t), Dummy (D^, 
Dummy*Time (Dit) and D2 are respectively .024, .135,-.024 and .039 
while, the Standard Error of the estimates are .016, .233, .021 and .139 
respectively. It is quite surprising that all the estimation results of the 
explanatory variables are in-significant The F-statistic and t-statistic of 
the estimate are also in-significant The F-statistic of all the explanatory 
variables taken together is .772 i.e. significant at a 55.5 percent level of 
significance that is far beyond the level of significance. In the same way 
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the t-statistic of the variable t and Di are 1.544 and .578 respectively i.e. 
significant at the 13.7 percent and 56.9 percent level of significance, far 
from the significance level. Continue to this the t-statistic of the 
variables Dit and D2 are -1.123 and .279 respectively that are significant 
at the 27.4 percent and 78,3 percent level of significance much far from 
the significance level. 
The results, discussed above confirm that liberalization did not 
have any impact on the employment generation in SMEs in Uttar 
Pradesh. It may be due to the labour intensive nature of the sector. 
While on the other hand, the deceleration trend in the employment in 
the post liberalization era as outlined in the previous chapter, might be 
due to the same trend in other variables (numbers of units and 
production). It is evident by the several studies such as, (Kumar & Bala, 
2007), (Ganesamurthy & Manickam, 2002) etc. that the growth in 
number of units and production also leads to growth in employment. 
It is discernible from the forgoing discussion that the 
liberalization policy and the industrial policy of Government of Uttar 
Pradesh have no impact on the growth of employment in Uttar Pradesh. 
Therefore the Null hypothesis, i.e. there is no significant impact of 
liberalization on the growth of employment generated by SMEs is 
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accepted. While the alternate hypothesis/ i.e. there is a significant 
impact of liberalization on the growth of employment generated by 
SMEs is rejected. 
6,5- Concluding Remark: 
The present chapter has dealt with the empirical analysis of the 
impact of liberalization on the growth and development of SMEs in 
Uttar Pradesh. The chapter has found out that there has been a 
significant impact of liberalization on the growth of number of units of 
SMEs and production generated by SMEs in Uttar Pradesh. But there 
has been no impact of liberalization on the growth of employment 
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7.1- Introduction: 
The Previous chapter has dealt with the empirical aspect of the 
research problem. The chapter has explained the testing of the 
hypothesis of the study. The chapter concludes that liberalization has a 
significant impact on the growth and development of number of units 
of SMEs and production but does not have any significant impact on the 
growth of employment. The present chapter brings out with the 
summary of conclusions along with the major findings including the 
problems and prospects of SMEs in Uttar Pradesh. The suggestions 
along with the strategies for overcoming the existing problems, coping 
with challenges have also been offered for further affluence of SMEs, 
7.2- Findings: 
The findings for the present research work have twofold aspects. 
One is the empirical analysis that has been meticulously discussed in 
the previous chapters of the study. Another is the observations of the 
researcher, i.e. based on the personal interviews of different authorities. 
During the entire study period the researcher has interviewed various 
owners of SMEs in different product categories in different parts of the 
state, industrial development authorities, office bearers of different 
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industry associations, regulatory bodies, ministry of MSMEs and 
Directorate of Industries, Uttar Pradesh etc. A detailed list of the 
interviewees is given in the Appendix- A7.1. On the basis of the opinion 
given by the interviewees on the constraints of growth and 
development of SMEs in Uttar Pradesh, the researcher has sorted out 
certain constraints that are really affecting the growth of SMEs in the 
state. These constraints further have been classified into different heads 
that include, financial constraints, marketing constraints, human 
resource constraints, infrastructural constraints/ technological 
constraints, institutional support and regulatory constraints. One 
important thing is to be noted here that the above classification of the 
constraints has also been used by All India Management Association 
(AIMA) in a study entitled 'Small Scale Industry in India: Assessment of 
Growth after Liberalization'. The overall findings of the study have 
been divided between two categories, i.e. findings of category one and 
findings of category two. In the subsequent section these findings are 
being discussed. 
7.2.2- Findings of Category One: 
This category is basically concerned with those findings that are 
either the out-come of the chapters of the present study, or have been 
discussed in the chapters. 
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7.2.1.1- The Progress of liberalization in Uttar Pradesh: 
After, analysing the liberalization measures on both the fronts, i.e. 
Centre and State, it has been found by the researcher that the 
liberalization process is very much gradual in Uttar Pradesh. In India 
liberalization measures are being taken since 1991 on a full-scale basis. 
But in Uttar Pradesh the full-fledge initiatives were taken in the 
financial year 1998-99 which is important from the point of view of 
industrial liberalization. In 1998-99, the Government of Uttar Pradesh 
has initiated some liberalization policy measures with the introduction 
of new industrial policy, mineral policy, export policy etc. After the 
1998 the second liberalized policy was announced in the year 2004. The 
policy will take some more time almost three to four years for it to 
access its impact. 
7.2.1.2- The Policy Formulation and Implementation in Uttar Pradesh: 
Each and every policy basically has two parts. One is formulation 
of policy and another is its implementation. In case of U. P., the 
formulation part is stronger than the implementation part. As, in Uttar 
Pradesh some policies, such as, establishment of district industrial 
centres, Udyog Bandhu scheme, establishment of industrial estate, 
entrepreneurs hip development programme, rehabilitation of sick units 
etc, which are termed as industry friendly are in practice since early 
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seventies. But due to the improper management and implementation 
the desired results from them could not be achieved. Like-wise, in the 
industrial centres, no consultancy service to the entrepreneurs is being 
provided. Entrepreneurship development programmes has been 
confined to the delivery of lectures only, no technical knowledge is 
being provided to the entrepreneurs. Rehabilitation of sick units 
programme has been closed for a long time due to the in-sufficiency of 
the funds. 
7.2.1.3- Economic Liberalization and Infrastructural Development in 
Uttar Pradesh: 
One of the major achievements of the Government of Uttar 
Pradesh is relatively more infrastructural development in the post-
liberalization era. After 1991, 9 SEZs has been established and 13 are 
approved. Two major power production projects have been approved. 
Physical infrastructure, such as Road, Communications etc. have 
improved comparatively to the pre-liberalization. Apart from these, 
new growth centers, agro-parks, industrial development authorities 
have been developed in the state after 1991. 
7.1.1.4- Liberalization and Number of Units o/SMEs in Uttar Pradesh: 
From the hypothesis of the study regarding the impact of 
liberalization on the growth of number of units of SMEs in Uttar 
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Pradesh, it has been inferred that the 1991 policy reforms have affected 
the number of units of SMEs, while the policies of State Government 
announced in 1998-99, have no significant impact on the number of 
units of SMEs. It is also indicated by the co-efficient itself that the t static 
of the time (t) is 3.002, i.e. highly significant at 0.7 percent level of 
significance. And t statistic of Di (that represents the policies of 1991), 
Dit (that represents the policies changes with time) and D2 (that 
represents the state level policy changes of 1998) are respectively 2.415, -
2.565, and .945. Those are significant at 2.5 percent level of significance 
in case of Di and 1.8 percent level of significance in case of Dit In case 
of D2, it is significant at 35.5 percent level of significance, which is far 
beyond the level of significance. On the other hand the F-static of all the 
explanatory variables, taken together is 6.944 i.e. significant at the level 
of 0.1 percent level of significance. It overall means that the 
liberalization measures announced by the Government of India in 1991 
have a significant impact on the growth and development of SMEs. 
7.2.2.5- Liberalization and Production of SMEs in Uttar Pradesh: 
It can be safely deduced from the second hypothesis, regarding 
the production of SMEs in Uttar Pradesh that the policy reforms made 
by the Central Government in the first phase i.e. in 1991, has affected 
the production of SMEs. While, the policy measures of State 
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Government taken in 1998 has not created any effect on the production 
of SMEs in Uttar Pradesh. The results explain that the t-static of the 
independent variable time (t) is 2.902, i.e. significant at 0.8 percent level 
of significance, i.e. only 0.1 percent more than as in the case of Number 
of units. The t- static for Dummy (Di), that represents the policy 
changes made by the government in 1991 in purview of liberalization, 
as discussed earlier, is 1.806 that is significant at the level of significance 
of 8.5 percent only. The co-efficient of Di is also significant i.e. more 
than the half of the Standard Error. The t-static of the explanatory 
variables, time and dummy i.e. Dit is -2.213 is significant at the level of 
3.8 percent. Correspondingly to the Number of units the D2 variable in 
this case is also in-significant with the t value of .963 at the 34.6 percent 
level of significance. In the mean time the F-static of all the explanatory 
variables taken together is 6.570 i.e. also significant at the 0.1 percent 
level of significance. 
7.2.2.6- Liberalization and Employment-Generation of SMEs in Uttar 
Pradesh: 
In case of employment generated by the units of SMEs, each year 
shows quite out of league results. The estimation co-efficient of the 
explanatory variables time (t), Dummy (Di), Dummy*Time (Dit) and Da 
are respectively .024, ,135,-.024 and .039 while, the Standard Error of the 
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estimates are .016, .233, .021 and .139 respectively. It is quite surprising 
that all the estimation results of the explanatory variables are in-
significant. The F-statistic and t-statistic of the estimate are also in-
significant. The F-static of all the explanatory variables taken together is 
.772 i.e. significant at a 55.5 percent level of significance that is far 
beyond the level of significance. In the same way the t-static of the 
variable t and Di are 1.544 and .578 respectively i.e. significant at the 
13.7 percent and 56.9 percent level of significance, far beyond the 
significance level. Continue to this the t-static of the variables Dit and 
D2are -1.123 and .279 respectively that are significant at the 27.4 percent 
and 78.3 percent level of significance much far from the significance 
level. 
7.2.2- Findings of Category Two: 
7.2.2.1- Financial Constraints: 
Finance is basically termed as the life blood of a business 
enterprise. Small and medium enterprises require finance at the time of 
establishment, for expansion of the existing business, for working 
capital, for technological advancement, for exporting etc. The mean 
thereby is that a small firm require finance in each and every step of its 
life span. Timely and adequate finance could make the sector capable to 
sustain for a long period. It is the dire need of the sector. In Uttar 
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Pradesh only Small Industry Development Bank of India (SIDBI) and 
Uttar Pradesh Financial Corporation (UPFC) are the apex bodies to 
cater the financial needs of the SMEs sector. Apart from these, Udyog 
Bandhu, Directorate of Industries etc. also helps the SMEs financially. It 
has been traced out after the due discussions with the owners of the 
SMEs that they have little knowledge of the schemes of these financial 
agencies. And still those who are familiar avoid them due to the 
procedural delay and corruption involved in the transactions of these 
agencies. 
7.2.2.2- Marketing Constraints: 
Marketing skills are increasingly problematic areas for SMEs 
owners. In Uttar Pradesh most of the units in some sectors, like 
handicrafts, pottery, clay art etc. are very small in size and often, un-
familiar to the marketing strategies of national and international 
markets. Usually they are unfamiliar to the export procedures. As a 
result they are coerced to be an ancillary of export houses and MNCs 
rather directly selling their products to the potential customers in 
domestic and international markets. Due to the lack of proper 
marketing strategies, firms are confined to the local markets only. They 
even feel it tough to reach the national market. 
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Apart from this, the major hurdle as reported by most of the 
owners of SMEs is the cheap Chinese goods,, which are being dumped 
into the Indian market. These products have totally replaced the local 
products produced by the SMEs sector. These Chinese products are well 
equipped with the basic marketing tools such as, packaging, pricing, 
designing etc. while, the products produced by the SMEs sector lacks 
these skills. The Export Promotion Bureau of U. P. is governing several 
schemes for marketing development and export promotion. But these 
are insufficient, because a small firm has to spend almost Rs. 5.0 lakhs 
to 10 lakhs or even more to participate in the trade fairs in USA, UK, 
and other countries. While, the export promotion bureau provides help 
of only 50 percent of air-fare and 60 percent of stall rent or maximum 
75,000 whichever is less that is fully insufficient. 
7.2,2,3- Hmnart Resource Constraints: 
Availability of trained work force, high rate of labour, inadequate 
training programmes, high cost of human capital etc. are the causes 
cited as the human resource problems. Most of workers and workforce 
in the small and medium size units are either the family members or the 
untrained local people. Technically trained people are in scarcity due to 
relatively higher rates of labour. Uttar Pradesh does not have any 
training institute specifically mend for SMEs only. The ITIs and 
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Government polytechnics cater to the need of the trained work force of 
the sector. Micro Small and Medium Enterprises Development 
organisation (MSMEDO) of Ministry of MSMEs conducts some training 
programmes for the SMEs workers and entrepreneurs. But unlike 
Gujarat and Uttrakhand there is no entrepreneurship institute in Uttar 
Pradesh. 
7.2.2.4- Infrastructttral Constraints: 
Infrastructural development has a pivotal role for industrial 
productions and exports. But it is very unfortunate that the 
infrastructure of Uttar Pradesh except NOIDA is not up to the mark. In 
production of major items where U. P. has an edge over other states, 
have its competitors, like China, Korea, Taiwan and Malaysia where the 
infrastructural facilities are much better than that in India. For better 
production, productivity and exports, proper supply of electricity is 
mandatory/ but the main districts of U. P., such as, Moradabad, 
Bhadohi, Varanasi, Kanpur, Agra, Saharanpur and Ghaziabad etc. face 
the severe electricity problems. The problems have become more critical 
after the separation of Uttrakhand state in 2001, where major electricity 
generation projects were situated. These districts also do not have the 
better roads of world standards and lack the basic metropolitan 
amenities. Because of that the importers from other countries do not 
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prefer to come in to these districts. The state has only two airports at 
Lucknow and Varanasi from where the regular services to Delhi and 
other parts of India are available. 
7.2.2.5- Technological Constraints: 
It is well established fact that throughout the world SMEs are the 
quickest responders of technological changes. But in India SMEs are 
facing greater difficulties due to the technological advancements. It may 
be due to the fact that in India cheap labour is in abundance. 
Technology is assumed as a threat to the employment generation. In 
case of Uttar Pradesh, except some specific industries, like automobiles, 
chemical, drugs and pharmacy, electrical/electronics and plastic etc. the 
rest of the sector faces obsolescence in technology. The major threat 
prone sector of technological advancement is the handicraft sector. 
Almost 60 percent of Indian handicraft export is from Uttar Pradesh but 
the sector is facing an intense competition from China, Korea and 
Taiwan etc. These countries are having the latest technology in 
production and designing of handicrafts items. The core silk industry of 
Varanasi is also facing a threat from the Chinese silk which is much 
better in quality and lesser in price. Apart from this, the pottery 
industry, candle industry, small electronic gadgets and items of basics 
necessities are threatened by the Chinese goods. Chinese goods are 
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available in market at relatively on low prices due to the economies of 
technology involved in their manufacturing. 
7.4- Conclusions: 
The whole study is divided in six chapters. The chapter one has 
dealt with the comprehensive review of literature, research gap, scope 
and importance of the study. After making the comprehensive review 
of literature, some indicators in which SMEs contribute a lot, such as, 
employment; production; enhepreneurship and export earnings etc. 
have been identified. These indicators are basically used as the 
parameters of growth for SMEs. The chapter also takes into 
consideration the hypothesis, and the statistical tools for analysis and 
interpretations. 
The second chapter of the study concludes that the liberalization 
is not the task of one day, but it is a continuing process. Nowadays the 
emphasis is given on the human friendly reforms that would be 
possible only through the joint efforts of Government and industry. 
Government should frame the policies keeping entrepreneurs in 
consideration and the entrepreneurs should cooperate in revenue 
generation by paying the required taxes and duties etc. SMEs have still 
a key role to play and possess a great untapped potential. These could 
be harnessed only through the SMEs friendly policies. 
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The third chapter of the study concludes about the conceptual 
framework of SMEs. The chapter concludes that the definition of SMEs, 
4 
which has been fixed by the MSMED Act, 2006 applies identically to the 
Enterprises all over the country. The Administrative structure has the 
direct link with the center. It starts from the Central government bodies 
and ends at the district level bodies of the States. The promotional 
structure works on many tiers and sometimes overlaps with State 
institution. Simultaneously with Central Government institutes, each 
State has its own promotional institutes. Whilst the structure of SMEs 
differ State by State and the total number of States enterprises in 
aggregate, compose the number of units in the country. 
The forth chapter concludes that Uttar Pradesh (U. P.) has a 
potential to make to the top position in terms of the revenue and 
employment generation as the state is already on a leading front in 
terms of the number of units. The state should impart an impetus for 
growth through a reforms based agenda. The government should set 
the SMEs sector in its priority list with simulations of agriculture sector 
There is an immediate need to analyse unexplored areas of SMEs sector 
and they should be given the first hand support to grow, including the 
IT, Bio-Technology etc. throughout the State. An enabling environment 
for private sector growth needs to be created in Uttar Pradesh (U. P.). 
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The fifth chapter concludes that the growth performance of SMEs 
is leading more or less in the same directions both in the case of India 
and Uttar Pradesh. The growth in number of units is relatively less but 
is more stable in the post liberalization period in all the cases. More 
average units have been established, more average production has been 
made and more average employment has been generated in the post 
liberalization period. On the other hand percentage share of Uttar 
Pradesh has declined relatively in the post liberalization period. The 
chapter conclude in nut shell that in the in the post liberalization period 
economies of scale has increased but economies of growth has declined. 
The chapter six concludes that there has been a significant impact 
of liberalization on the growth of number of units and production. But 
there has been no impact of liberalization on the growth of 
employment. 
7.3- Suggestions: 
Uttar Pradesh is having a great un-tapped potential. Being near to 
the national capital, U. P. is having a list of inherent advantages. In due 
consideration of constraints, the study has suggested certain policy 
measures that can be proved fruitful for the growth and development of 
SMEs in Uttar Pradesh, if taken in the right direction. Along with policy 
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measures for root level development, i.e. district level has been 
suggested. 
The financial constraints are of two types, as discussed in the 
previous section namely procedural constraints and availability 
constraints. Procedural hassles could be minimised or overcome by 
using the credit ratings. For this purpose credit rating agencies should 
be established on the pattern of the Centre. These agencies should adopt 
strict criteria according to the needs and requirements of the financing 
agencies so that the financial agencies and banks could adopt their 
ratings easily and use them as the financial viability parameters for 
providing finance to the SMEs. For easy availability of finance, the 
capital base of Uttar Pradesh Financial Corporation (UPFC) should be 
increased and one more finance agency should be established with the 
similar capital base. Along with the private banks the State-owned 
banks should join hand with the Central banks to lend the SMEs on 
priority bases with more competitive rates. 
In wake of the present financial crisis, faced by the world, it has 
been observed by the experts that SMEs financing is much safer than 
others. So it is highly recommended to the banks and financial 
institutions that they should lend to the SMEs to avoid future liquidity 
crises as presently faced by leading banks of the developed world. 
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To cope up the marketing related bottlenecks initiatives are 
required from both the sides, i.e. from the side of the Government and 
from the side of SMEs. From the side of the Government marketing 
research and development institutes should be established that could 
provide the information about the market potential and product 
potential to the owners of the SMEs on consultation basis. From the side 
of the SMEs, industry forums and associations should be formed. These 
forums and associations should establish a specific fund for the 
marketing research and development activities. The associations should 
undertake publications and diffusion of such information in the form of 
bulletins and journals. To cope up with the WTO and Chinese affect, 
WTO sensitisation programmes should be organised at district level. 
The problems of human resources could only be redressed by the 
proper training of the workforce. For this, the State Government should 
come forward and established new training institutes, entrepreneurship 
development institutes and tools rooms etc. The State universities 
should be facilitated to conduct the regular courses and training 
programmes. 
The only concrete solution for removing the infrastructural 
bottlenecks is the establishment of Special Economic Zones (SEZs). So, 
new SEZs with high level of infrastructural facilities like, airport; proper 
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electricity supply and depot container station etc. should be established. 
One thing should also be considered that these SEZs should be 
established with the help of corporate sector. 
Technological advancement could only be possible when the 
private sector comes forward. So for this, the Government should 
encourage industry associations and various private organisations to 
play a role in the technological up-liftment of SMEs units rather than 
trying itself to do everything in-efficiently. Though in Uttar Pradesh 
technological advancement scheme has been introduced on 16th Jan, 
2007, it did not render the desired results. In financial year 2007-08, only 
100 applications were received against the target of 525. Out of 100 only 
19 has been facilitated (Directorate of Industries, U. P., 2008). It may be 
due to the meagre amount of facilitation, as under this scheme only 50 
percent of the procurement cost of technology or Rs. 2.5 lakhs, 
whichever is less is contributed by the Government. So it is suggested 
that the required amount should be increased up-to the level of Rs, 5 
lakhs in the beginning and thereafter it should be revised on yearly 
basis. 
A mechanism, under the planning department of Directorate of 
Industries of Uttar Pradesh for monitoring the impact of Central and 
state Government impact should be established. The mechanism may be 
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in the form of a separate department. The mechanism should be 
assigned the task of measuring the policy impact by interacting with the 
entrepreneurs. On the basis of their observations it is suggested that the 
remedial and corrective measures should be undertaken by the 
formulating agencies. 
A data bank on the status of industries should be established that 
could provide the actual and concrete information about the basic and 
necessary parameters of SMEs to the potential entrepreneurs in the 
country and outside the country. Though the mechanism for the 
collection of statistics of SMEs is working under the directorate of 
industries, it is not capable enough. There should be a separate 
department that could compile the actual information about the 
registered and non-registered units with the identification of future 
potential areas. 
Economic liberalization measures should be accelerated it is due 
to the slow or gradual liberalization that SMEs recorded comparatively 
low growth. The policies should be framed in such a manner that could 
promote rather than protect the SMEs in the state. 
New Industry associations, PHD Chambers and Federations 
should be formed in the state. These associations should posses the 
responsibility to provide the consultancy and other services to the 
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entrepreneurs and owners of SMEs on CII pattern. The associations 
should conduct research studies; make collection of industrial 
consultancy projects, research works, project reports, feasibility report 
etc. The information should be available either on the district chapters 
of the associations or through the means of the communication, such as, 
postage, e-mail etc. 
The concept of Industrial estate is well accepted. Though this 
scheme was initiated in Uttar Pradesh with an advent of Second Five 
Year Plan, no major achievements have been registered so far as only 80 
big and 168 mini estates are available in the state. They are also in a 
worse condition, facing the severe unavailability of facilities. Therefore, 
it is suggested that these industrial estates should be re-innovated on 
the pattern of mini SEZs and land and sheds of closed units should be 
re-allocated to the sun sectors. 
The entrepreneurship development programmes should not be 
confined to the delivery of lectures only. The programmes should 
provide the knowledge about the technical know how of the business 
along with the technical knowledge. To facilitate the more peoples the 
district-level training programmes should be provided not only by the 
district industrial centres, but also by the universities, management 
institutes, technical education institutes etc. To release the extra burden 
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of directorate of industries, one entrepreneurship development institute 
likely in other places such as Dehradoon, Guwahati, and Gujarat etc. 
should also be established in the State. Moreover, Small Industry 
Service Institute (SISI) should be facilitated by the State Government to 
conduct more programmes. 
For improving the law and order situation, key industrial 
towns/districts of Ghaziabad/Noida/Greater Noida, Allahabad, 
Moradabad, Varanasi, Kanpur and Lucknow should be classified as 
"No Tolerance Zones". 
Udyog Bandhu is one of the finest schemes of the state 
Government. It should be provided with the legal backing by an Act in 
the State Legislature. 
To provide the more exposure to the entrepreneurs of the State, 
the State Government should provide help in forming the strategic 
alliances in terms of raw material exchange, product supply etc. with 
the entrepreneurs of the neighbouring countries. Major constraints of 
economies of scale could be solved only by the cluster development 
approach. More handicraft and artisan clusters should be identified, 
e.g., Agra has significant potential to grow its shoe industry (Footwear 
Park). Besides, the city should also be positioned as a MICE (Meetings, 
Incentives, Conferences and Exhibitions) City. Moradabad is clearly 
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UP's Metal Handicraft City. The projects proposed for the city that 
would strengthen the competitiveness of the industrial cluster includes 
speedy implementation of the SEZ and the development of a common 
manufacturing facility to ensure that Moradabad can compete with 
countries such as China for bulk orders. Kanpur continues to be an 
important centre for the leather industry. It also has a potential to 
develop into a chemical and plastic cluster. 
All tax-based and other fiscal incentives {deferrals/exemptions 
etc.) should be phased out sooner than later. The authorities must, 
however, allow the industry to continue availing hitherto sanctioned 
incentives, till their expiry, particularly since all such incentivised units 
had factored in these sops, while making financial viability projections 
to set-up the respective projects. 
NCR Region should be positioned for attracting new investments 
in the areas of IT/ITES, Bio Technology, and Food Processing Industry. 
At an overall level it should be positioned as the "Manufacturing Hub 
for Northern India". 
Apart from the above mentioned propositions, the best policy is 
the honesty. The implementation of all the schemes should be made 
honestly and the system should be clarified. The major problem of India 
is the wide-spreaded corruption. The same problem is prevailing in the 
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case of Uttar Pradesh too. Corruption should be prevented by the 
strong moral values. These moral values should be spreaded in the 
government offices. And the employees should be encouraged to work 
honestly. 
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Figure- A. 1 
Loca Hon of Uttar Pradesh in India 
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Appendix- A.l 
APA Style 
The following style guide covers basic citation examples adapted from 
Publication manual of the American Psychological Association, 5th Edition 
(Washington, D. C, APA, 2001). Examples include citations for books, 
periodicals (magazine, newspapers and journals) and websites. 
Books 
A book with one Author 
Author's surname, followed by initial Title of book Publisher 
Bernstein, T. M. (1965). The careftd writer. New York: Atheneum 
Date of publication Place of publication 
Two or more works by the same Author 
Clemens, Abigail. (1973). Tlte nenv world. Boston, MA: Modem Psychiatry 
Press. 
Clemens, Abigail. (1984). Post-modern syndrome. Boston, MA: Modern 
Psychiatry Press. 
A Book with two to six Authors 
Natrajan, R., and Chaturvedi, R.(1983). Geology of the Indian Ocean. New York: 
Random House. 
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A Book with six or more Authors 
Rosen, et al. (2000). History of Death. New York: Oxford UP. 
A Book by a group or corporate Authors 
Physical Endurance Training Centre. (1998). Guidelines to better physical 
endurance. Los Angles, CA: Audior. 
A Book with an editor 
Hunt, R. R., & Ellis, H. C (Eds.). (1999). Fundamentals of cognitive psychology. 
Toronto: McGraw-Hill College. 
A book by an unknown Author 
Statistical power analysis (Rev. ed.). (1979). New York: Academic Press. 
A book translation 
Buci-GIuckmann, C. (1980). Gramsci and the stale (D. Fernbach, Trans.). London: 
Lawrence and Wishart. (Original work published 1975). 
An article or chapter in an edited book 
Gurman, A. S. (1981). Family therapy. In M. N. Blum (Ed.), Handbook of family 
titerapy (pp. 742-775). New York: Springer. 
A revised addition of a book 
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Owens, Adam. (2002). Making millions in the futures market (Rev. ed.). New 
York: Investment Press. 
A Technical or Research Report 
Miller, D.C., Sen, A., & Malley, L.B. (2007). Comparative indicators of education in 
the United States and other GS countries (Report No. GPO ED003826P). 
A Report from a University 
McGyver, Mark. (1993). Growth of firms in India. (Rep. No. 5). Bloomington: 
University of Indiana. Human Recources. 
Journal Articles from a print source 
AumorlsName Year of publication Title of article 
Klimoski, R. & Palmer, S. (1993). The ADA and the hiring process in 
organizations. Consulting Psychology Journal: Practice and Research, 45(2), 
10-36. 
/ 
Page numbers Title of Journal Volume (issue) 
A Monograph 
Laslow, T. (2001). Personality disorders. Monographs of the National Personal 
Disorder Society, 42 (2, Serial No. 429). 
A book Review 
Ferrer, H. (2006). The case of the disappearing genres [Review of the book Best 
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American mystery stories 2005]. American Book Review, 27(4), 8-9. 
An Article in a Journal that is continuously paged 
Wolchick, S. A. (2001) Adolescent Drug Abuse. American Psychology Bulletin, 
123, 786-792. 
An Article in a Journal that is not continuosly paged, 
Wolchick, S. (2000) Divorce and childem. Consulting Psychology Journal, 45(3), 
12-21. 
An Article in a News paper 
Rogers, Michael. (2002, November 15). Economy nosedive to bottom out. The 
Washington Post, pp. A3, A24. 
An Article in a Magazine 
Kandel, T. C. (2000, July 10). Brain Power. Time, 34, 23-26. 
An Unsigned Article 
New drug therapy for prostate cancer, (1998, January 20). The Los Angles Times, 
p. 25. 
World Wide Web (WWW) 
An Article with one Author 
Anderson, S. (2001, April 10) Psychiatric Drugs. Retrieved January 11, 2002, 
from http: www.Psychdrugs.org. 
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Table-A3.2 
Contribution of SMEs in Employment 
Year 
1980-81 
1981-82 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
1987-88 
1988-89 
1989-90 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
Total 
Employment 
228.79 
238.13 
240.08 
242.15 
245.78 
250.57 
253.89 
257.13 
258.97 
263.54 
267.34 
270.56 
271.77 
273.75 
275.25 
279.41 
282.45 
281.66 
281.13 
279.6 
277.89 
272.06 
270.00 
264.43 
264.58 
Employment from 
SMEs 
71 
75 
79 
84.2 
90 
96 
101.4 
107 
113 
119.6 
158.3 
166 
174.8 
182.6 
191.4 
197.9 
205.9 
213.2 
220.6 
229.1 
240.9 
252.3 
263.7 
275.3 
287.6 
Percentage 
Share 
31 
31 
33 
35 
37 
38 
40 
42 
44 
45 
59 
61 
64 
67 
70 
71 
73 
76 
78 
82 
87 
93 
98 
104 
109 
Source: 1- Economic Survey, Ministry of Finance, Government of India, 2007-
08 & 1990-91. 
2- Handbook of Statistics on Indian Economy, RBI, 2007-08. 
Notes: Employment data of All India, Include the employment generated by 
Organised private and public sector. 
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Table- A3-3 
Contribution of SMEs in Exports 
Year 
1980-81 
1981-82 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
1987-88 
1988-89 
1989-90 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
2005-06 
Total Exports 
6711 
7806 
8803 
9771 
11744 
10895 
12452 
15674 
20232 
27658 
32558 
44042 
53688 
69751 
82674 
106353 
118817 
130101 
139753 
159561 
203571 
209018 
255137 
293367 
375340 
456418 
Exports from 
SMEs Sector 
1600 
2100 
2000 
2200 
2500 
2800 
3600 
4400 
5500 
7600 
9664 
13883 
17784 
25307 
29068 
36470 
39248 
44442 
48979 
54200 
69797 
71244 
86013 
97644 
124417 
150242 
Percentage 
Share of S M E s 
Sector 
24 
27 
23 
23 
21 
26 
29 
28 
27 
27 
30 
32 
33 
36 
35 
34 
33 
34 
35 
34 
34 
34 
34 
33 
33 
33 
Source: 1- Economic Survey, Ministry of Finance, Government of India,. 
2007-08 & 1990-91. 
2- Handbook of Statistics on Indian Economy, RBI, 2007-08. 
Notes: Export data of All India; include the total exports from all the 
sectors. 
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Table- A5.1 
Growth Performance of SMEs in India 
Year 
1980-81 
1981-82 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
1987-88 
1988-89 
1989-90 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
2005-06 
2006-07 
Number 
of Units 
(in Rs. 
Lakhs) 
8.7 
9.6 
10.6 
11.6 
12.4 
13.5 
14.6 
15.8 
17.1 
18.2 
67.9 
70.6 
73.5 
76.5 
79.6 
82.8 
86.2 
89.7 
93.4 
97.2 
101.1 
105.2 
109.5 
113.9 
118.6 
123.4 
128.4 
Growth 
(%) 
10.34 
10.42 
9.43 
6.90 
8.87 
8.15 
8.22 
8.23 
6.43 
273.08 
3.98 
4.11 
4.08 
4.05 
4.02 
4.11 
4.06 
4.12 
4.07 
4.01 
4.06 
4.09 
4.02 
4.13 
4.05 
4.05 
Production 
at 
current 
prices 
(in Rs. 
Crore) 
28100 
32600 
35000 
41600 
50500 
61200 
72300 
87300 
106400 
132300 
78802 
80615 
84413 
98796 
122154 
147712 
167805 
187217 
210454 
233760 
261297 
282270 
314850 
364547 
429796 
497842 
587196 
Growth 
(%) 
16.01 
7.36 
18.86 
21.39 
21.19 
18.14 
20.75 
21.88 
24.34 
-40.44 
2.30 
4.71 
17.04 
23.64 
20.92 
13.60 
11.57 
12.41 
11.07 
11.78 
8.03 
11.54 
15.78 
17.90 
15.83 
17.95 
Employment 
in million 
71.0 
75 
79 
84.2 
90 
96 
101.4 
107 
113 
119.6 
158.3 
165.9 
174.8 
182.6 
191.4 
197.9 
205.9 
213.2 
220.6 
229.1 
238.7 
249.3 
260.2 
271.4 
282.6 
294.9 
312.5 
Growth 
<%) 
5.63 
5.33 
6.58 
6.89 
6.67 
5.63 
5.52 
5.61 
5.84 
32.36 
4.80 
5.36 
4.46 
4.82 
3.40 
4.04 
3.55 
3.47 
3.85 
4.19 
4.44 
4.37 
4.30 
4.13 
4.35 
5.97 
Source: 1- Economic Survey, Ministry of Finance, Government of India, 2007-
08 & 1990-91. 
2~ Handbook of Starisrics on Indian Economy, RBI, 2007-08. 
Notes: 1- Quanquinal refers to a period of 5 years. 
2- CAGR= Compound Average Growth Rate. 
3- Growth (%) = Percentage Change Over Previous Year. 
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Table- A5.2 
Growth Performance of SMEs in Uttar Pradesh 
Year 
1980-81 
1981-82 
1982-83 
1983-84 
1984-85 
1985-86 
Quanquinal 
CAGR 
1986-87 
1987-88 
1988-89 
1989-90 
1990-91 
Quanquinal 
CAGR 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
Quanquinal 
CAGR 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
Quanquinal 
CAGR 
2001-02 
2002-03 
2003-04 
2004-05 
2005-06 
Quanquinal 
CAGR 
2006-07 
Source: Dir 
Number 
of Units 
7953 
12530 
13611 
13810 
14863 
16584 
-
18893 
20875 
23150 
26039 
30248 
33048 
32807 
32808 
6033 
29627 
30155 
30630 
30134 
32212 
31023 
29246 
30361 
30454 
30402 
30282 
28487 
ectorate ol 
Growth 
<%) 
57 55 
8 63 
1.46 
7 62 
1158 
6 70 
13 92 
10 49 
10 90 
12 48 
1616 
12 33 
9 26 
-0 73 
0 00 
-8161 
39108 
-17 40 
178 
158 
-1.62 
6.90 
-3 69 
108 
-5 73 
3 81 
0 31 
-017 
-0 39 
-0 71 
-5 93 
Industrie 
Production 
(In Rs. Crore) 
94 
241 
263 
265 
297 
321 
366 
404 
448 
504 
25812 
34711 
448.99 
484.24 
32194 
512.16 
58161 
1212.41 
1436.92 
1373.62 
675.56 
635 04 
620.32 
383 
431.25 
372 71 
944.08 
'S, Uttar Prades 
Growth 
156.38 
913 
0.76 
12.08 
8 08 
7 20 
14.02 
10.38 
10 89 
12.50 
-48.79 
-4 66 
34.48 
29.35 
7.85 
-33 52 
59.09 
4.55 
13.56 
108.46 
18.52 
-4.41 
-50.82 
4 33 
-6.00 
-2 32 
-38 26 
12 60 
-13.57 
-13 32 
153.30 
h-2007-08 
Employment 
75543 
77332 
84004 
75000 
70607 
87074 
94465 
98164 
112178 
132433 
148968 
137647 
117240 
112652 
28229 
81453 
95001 
80132 
74347 
76671 
78901 
97155 
112802 
117564 
121102 
125611 
120876 
Growth 
2.37 
8 63 
-10.72 
-5 86 
23.32 
0 64 
8.49 
3 92 
14.28 
18.06 
12 49 
12.87 
-7.60 
-14 83 
-3 91 
-74 94 
188 54 
-2191 
16.63 
-15 65 
-7.22 
313 
2 91 
-4 07 
23.14 
1611 
4.22 
3 01 
3 72 
6 02 
-3.77 
Notes: 1- Quanquinal refers to a period of 5 years 
2- CAGR= Compound Average Growth Rate. 
3- Growth (%) = Percentage Change Over Previous Year. 
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Table- A6.1 
Application of Time and Dummy tn Different variables tn context to Uttar 
Pradesh (from 1981-82 to 2006-07) 
Year 
1980-81 
1981-82 
1982-83 
1983-84 
1984-85 
1985-86 
1986-87 
1987-88 
1988-89 
1989-90 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
2005-06 
2006-07 
Natural log 
of 
Number of 
Units 
Established 
each year 
390 
410 
413 
414 
417 
4 22 
4 28 
4 32 
4 36 
4 42 
4 48 
4 52 
4 52 
4 52 
3 78 
4 47 
4 48 
4 49 
4 48 
4 51 
4 49 
4 47 
4 48 
4 48 
4 48 
4 48 
4 45 
Natural log 
of 
Production 
197 
238 
242 
2 42 
2 47 
251 
2 56 
2 61 
2 65 
2 70 
241 
254 
2 65 
2 69 
2 51 
2 71 
2 76 
3 08 
316 
314 
2 83 
2 80 
2 79 
2 58 
2 63 
2 57 
2 98 
Natural log 
of 
Employment 
4 88 
4 89 
4 92 
4 88 
4 85 
494 
4 98 
499 
5 05 
512 
517 
514 
507 
5 05 
4 45 
4 91 
4 98 
4 90 
4 87 
4 88 
4 90 
4 99 
5 05 
5 07 
5 08 
510 
508 
Model-1 
T 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
D 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
Dt 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
D2 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
1 
1 
1 
1 
1 
1 
1 
1 
Source: Researcher's Compilation 
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